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AT LAST /,,. KW CENTRALIZED, PERIODIC, 
IBM APPRAISAL OF TRUST ACCOUNTS 


Studley, Shupert Appraisals, Inc. Announces a Practical, Economical Solution to 
the Time-Consuming Problem of Preparing Trust Accounts for Review 


You can use this new service profitably, re- 
gardless of the size of your trust department. 
It ends the troublesome problem of pricing 
municipal bonds and inactive securities. It’s 
accurate. It saves you money. It relieves your 
personnel of the time-consuming detail of as- 
sembling appraisal data. 

In short, here is all the information you need 
for periodic account review. And it’s in con- 
veniently arranged groupings: Bonds—Govern- 
ment, Municipal, Public Utility, Railroad, etc.; 
Preferred Stocks; Common Stocks; Mortgages; 


Principal Cash. The percentage of the total in 
each category is shown. Also shown are Book 
Values, Current Market Values and Estimated 
Annual Income. 

Finally, your Studley, Shupert Appraisals 
are delivered to you automatically to coincide 
with your review dates: quarterly, semiannu- 
ally, annually. They’re standard file size. Copies 
for each member of your Trust Committee are 


provided. 
Complete information will be sent you upon 


request. Write now. 


STUDLEY, SHUPERT APPRAISALS, Inc. 


1617 PENNSYLVANIA BOULEVARD, PHILADELPHIA 3-155 BERKELEY STREET, BOSTON 16 








Education is a big thing at Old Colony Trust Company. Acting as trustee or 
guardian, Old Colony pays out thousands of dollars each year for college 
tuitions. Our trust officers are often called upon to help out on problems per- 


sonal as well as financial. 
Worthy of 


your Trust 


If you yourself (or any clients of yours) are interested in the possible tax 
savings under an educational trust, we 


would be happy to share some of our ex- OLD COLONY 
perience with you. TRUST COMPANY 


ONE FEDERAL STREET, BOSTON 6, MASSACHUSETTS ¢ Allied with THE First NATIONAL BANK OF BOSTON 
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Are Your Mortgages Efficiently Managed? 


Most mortgage investors recognize a good loan 
— but sometimes overlook the importance of 
proper management in preserving its sound- 
ness as an investment. 

Many holders of mortgages have neither the 
time nor the facilities to look after a mortgage 
investment adequately, and often, because of 
geographic location, it is inconvenient — or 
virtually impossible — for an investor to main- 
tain close supervision of a mortgage holding. 

The Real Estate and Mortgage Department 
of Manufacturers Trust Company offers to 
mortgage investors everywhere a complete 
mortgage management program for holdings 
in the New York metropolitan area. Our serv- 
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Our Real Estate and Mortgage Department, 
Fourth Floor, 510 Fifth Avenue 


ices include appraisals, collection and remit- 
tance of interest and principal, tax searching 
and liquidation of tax arrears, insurance 
analysis, placement and supervision, property 
inspection service, mortgage renewal service, 
street opening and condemnation reviews and 
continuing advisory service. 

For a mortgage holder to employ individual 
specialists in the various fields of mortgage 
management is costly, but Manufacturers 
Trust Company provides ALL services for one 
nominal fee. 

Mortgagees and their attorneys are invited 
to talk with us about these management serv- 
ices as they apply to their situations. 


Real Estate and Mortgage Department 


MANUFACTURERS TRUST COMPANY 


510 Fifth Avenue, New York 36, New York 


Member Federal Deposit Insurance Corporation 
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Cover Picture . . . America is no longer the 
New World; that designation has been 
usurped by ocean depths and limitless aerial 
heights. Scientists and manufacturers have 
combined to bring vast new dimensions 
within the ken of Man. The atom and elec- 
tron have already been partly tamed, yet 
the technological advances of recent years 
will probably pale before those coming in 
the near future . . . Interstellar commercial 
air travel and subaquatic real estate devel- 
opments are hardly imminent, but when 
businessmen plan moon relay systems and 
radar-controlled submarine shipping, it is 
time for investment analysts to seek the ad- 
vice of scientists. 


Photo courtesy of Ling-Altec Electronics, Inc. 




















Second class postage paid at New York, N. Y., and Paterson, N. J. 


SEPTEMBER 1960 











PARhE-BERNET 
GALLERIES, Inc 


980 MADISON AVENUE 
NEW YORK 21 


SPECIALISTS IN THE 
LIQUIDATION OF ART 
LITERARY AND OTHER 
PERSONAL PROPERTY 

AT PUBLIC AUCTION 


From 
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For Public Auction Sales 
throughout the United States 
of all types of industrial prop- 
erties, products, materials, 
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Write for information 
regarding the Parke-Bernet 
method of selling personal or 

industrial properties at 

public auction. 
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CONTRACTS TO MAKE WILLS, BUSINESS ESTATE 
planning, effects of differences in com- 
munity and separate property states, ex- 
ecutive compensation and British practices 
in the property and probate field made up 
an outstanding program at the annual meet- 
ing of the American Bar Association's 
Section of Real Property, Probate and 
Trust Law in Washington last month. The 
last named feature is explained by the 
fact that the Association played host to 
hundreds of members of the British Bar, 
reciprocating their hospitality in London 
three years ago. AS usual the proceedings 
will be published in the October issue. 


COMPACTS AND MORE COMPACTS is the story 
told in first-half corporate earnings re- 
‘ports. As foretold by Richard Purdy, 
treasurer of American Motors, at the Mid- 
Continent Trust Conference last November, 
the introduction of ‘compact’ model cars 
by the Big Three auto makers put them in 
competition with themselves. The compacts 
have proven popular — even to cutting into 
most foreign car imports — but at the ex- 
pense of the conventional models. The 
cheaper prices of compacts have contrib- 
uted to the 5% lower auto earnings and 
even more to the decline of 29% in steel 
company net. It is being remarked, how- 
ever, that the compact car may introduce 
enough new families to the two-car class 
to compensate...Ladies' ‘compacts’ are an- 
other story: typical of consumer goods, 
the major cosmetic and drug makers turned 
in an increase over the first half 1959 
of 2%, exceeded only by the 4% shown by 
machinery and tobacco companies (and 5% 
for miscellaneous manufacturing), accord- 
ing to the First National City Bank of 
New York's semi-annual compilation. 


LIFE INSURANCE PROVIDES A TWO-EDGED TAX 
sword for making charitable gifts because 
not only can the annual premiums be de- 
ducted for income tax purposes but the 
proceeds can serve to augment the marital 
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deduction and thus reduce estates taxes. 
As explained at p. 788, this result is ac- 
complished by the retention of a kind of 
incident of ownership which does not pre- 
clude the income tax deduction while at 
the same time making the proceeds includ- 
ible in the gross estate for computing the 
maximum marital deduction. 


EVERYBODY LOVES A MILLIONAIRE, the say- 
ing goes; but trust institutions appear to 
like billionaires even better. Of the 5l 
companies with '59 sales or revenues ex- 
ceeding $1 billion, only two — Armour and 
Chrysler — were not held in any of the 
366 Common Trust Funds. Twenty-five of the 
billionaires were among the fifty most 
frequently held stocks, the other favored 
holdings here being largely utilities or 
financial institutions......Presumably 
no trust department today follows the 
quaint practice of the trustee who decided 
which industries to invest in and then 
picked the largest company for his port- 
folio. But with the tremendous resources, 
capital investment, sales and overhead of 
so many modern corporations, there is a 
mathematical handicap that deserves 
greater consideration: the addition of ten 
million in sales or one million in income 
from a new product brings but a drop in 
the stockholders' bucket of a billionaire 
concern. 


TRUST ASSETS OF NATIONAL BANKS rose over 
$9 billion in 1959 to a total of $56.5 
billion, according to the recent report 
of the Comptroller of the Currency. Trust 
Department gross earnings totaled $182 
million — an increase of $40 million and 
an all-time high. Data for employee bene- 
fit trusts and agencies managed by nation- 
al banks were included for the second suc- 
cessive year. (See p. 840.) 








Copies of the Ten-Year Cumulative Index to Trusts 
AND ESTATES are now available. (See page 865.) 
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TWO UNIFORM ACTS OF INTEREST TO T&E'S 
audience were approved by the Conference 
of Commissioners on Uniform State Laws at 
their annual conclave last month. One (set 
forth at p. 832) validates pour over be- 
quests to trusts. The other, in a sense 
complementary to the Simplification of 
Fiduciary Security Transfers and Gifts to 
Minors Acts, relieves banks, brokers, trans- 
fer agents and others from liability for 
treating a minor as having capacity to 
transfer a security, receive dividends 
and otherwise act in connection with the 
security unless such third party has first 
had written notice or actual knowledge of 
the minority. The Act also bars disaffirm- 
ance by the minor. 


RESERVE AUTHORITIES EASED MONEY IN 
AUGUST by liberalization of technical re- 
quirements estimated to boost loaning 
power by about $3.6 billion, followed by 
another reduction of the rediscount rate 
to 3%. The bank prime rate was marked down 
to 44% on August 22nd, despite continuing 
pressure for loans in some areas. 


NCW WE HAVE A NEW HERO: INITIALS G.N.P. 
He is going to bring us increasing joy and 
leisure and prosperity and "Social serv- 
ices," according to many latterday politi- 
cal — and academic — prophets. And to keep 
us from taking any responsibility he is to 
pay the extra taxes. This economic balder- 
dash can be expected from irresponsible 
politicians; but when it is propounded by 
the economics chairman of a leading uni- 
versity (Minnesota) at a School of Banking 
— aS was the case at the U. of Wisconsin 
last month — it is time to ask whether 
bankers themselves have not failed in 
their citizen role of financial leadership 
and education. Typical of the modernistic 
trend in fiscal ‘thinking’ was the remark 
that, given an increase of 4% or so in 
Gross National Product, "the federal gov- 
ernment will have ample revenue to expand 
its social service programs directly, or 
lend a helping hand to the state and 
localities." In other words, boys, let's 
all get together and work to give big or 
little government all the money they can 
collect from "an affluent society." Who's 
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N. Y. Public Library Picture Collection 


OPENING THE TESTAMENT 
A German print, by Christian L. Bokelmann (1844-94). 
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"affluent" after tax unless he's dishon- 
est? Confiscatory tax rates are a prime 
contributor to the decline in morality 
that shows up in general apathy and an 
idea that anything goes "if you get away 
with it." We used to have respect for the 
man who showed initiative, took risks and 
produced something better or cheaper for 
the public. Now he is good for just one 
thing: to pay more and more caretakers to 
distribute his rewards (if any) among 
"Society," regardless of the latter's un- 
willingness to work or save. 


REAFFIRMATION OF THE RIGHTS OF TRUST 
COMPANIES in the administration of estates 
has been declared by a lower court in Ken- 
tucky where one of the landmark decisions 
in this area of the law was handed down 
in the mid-forties. In holding that the 
State's highest tribunal retains the in- 
herent right to redefine the practice of 
law — thus permitting reconsideration of 
the 1946 decision — the judge decided that 
the omission of the words "for a con- 
Sideration" in the new rule did not change 
the rights of corporate fiduciaries. The 
opinion, which is reported at p. 861, also 
deals with the scope of proper advertis- 
ing. 


BENEFICIARY OR TRUSTEE CAN BENEFIT from 
different fee schedules for individually 
and jointly invested trust accounts, via 
the Common Trust Fund. It is apparently 
becoming fairly general — where basic fees 
are adequately grounded — to make substan- 
tially lower charges in trusts having all 
or the greater part of the securities held 
in a Common Fund. The schedule (annual 
charges) published by the Old Colony Trust 
Company of Boston is an excellent example: 


Account Individually Invested in 
Value Invested Common Fund 
$ 5,000 $250 min. $ 75 min. 
20,000 210 |” 105 ” 
50,000 225 |” 180 ” 
90,000 450 ” saa.” 


This gives beneficiaries a break, and yet 
is based on profitable rates as cost 
analyzed. But for trust departments in 
areas with subnormal or unprofitable fees 
for smaller trusts there is the counter- 
part advantage. Here it would seem logical 
to allow current rates provided the funds 
were held in the Common Trust Fund(s), but 
to charge higher fees where this is pre- 
cluded or impossible. With dual funds 
(fixed-income and equity) almost all such 
accounts could be well accommodated, and 
on a paying basis. 





Al Simple Whatter of Etiquette 


(Apologies to Gilbert and Sullivan) 


As some day it may happen that a shake-up comes about 
I’ve got a little list — I’ve got a little list 
Of personnel offenders we could do as well without 


And who never would be missed — who never would be 
missed! 

There’s a man in this department who is careless with his 
hair. 


He’s got to keep it cut and brushed — I think that’s only fair. 

He can stick it down with mineral oil (at thirty cents a 
quart), 

Is that a mustache on his lip? It looks like a wart. 

And safety razor blades are cheap — he needs a daily shave. 

He’ll be on my missing list — unless he does behave. 


Chorus: 


He’s got him on the list — he’s got him on the list — 
And I don’t think he’ll be missed — I’m sure he’ll not be 
missed! 


And there’s a guy whose finger nails are seldom trimmed and 


clean — 
A storage space for dirt and grease should really not be seen. 
Nor need he pay for manicure — I don’t insist on shine — 
But I do insist on cleanliness — and a nail brush works 
just fine. 
Just let him heed these rules from me — from untidy ways 
desist — 


Or mark my word for it — he never will be missed! 
Chorus: (He’s got him on the list, etc.) 


Now there’s a Junior Officer whose shoes are quite a sight. 

The heels are worn — the laces torn — and I don’t think 
that’s right. 

Shoe polish is no luxury — and either night or morn 
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Five minutes of his precious time would save him from my 
scorn, 

Else it really doesn’t matter to me if he goes or stays — 

And he never will be missed — unless he mends his ways. 


Chorus: (He’s got him on the list, etc.) 


And there’s a certain clerk here who is careless with his 
dress — 

With baggy pants and unpressed coat — he really is a mess, 

He ought to buy some Energene and keep it handy by 

To use when he comes in from lunch with gravy on his tie. 

To top it off his gaudy clothes look like he’d gone Beserk — 

He never will be missed — or he'll always be a clerk. 


Chorus: (He’s got him on the list, etc.) 


Another thing that bothers us, in several round us yet — 

Are B.O. boys: halitosis, clammy hands and sweat. 

Some of the nation’s best corporations can sell, quite cheap, 
the cure — 

If your best friend hasn't told you — he’s no friend — and 
that’s for sure. 

So I might as well inform you that on this I do insist — 

Or I'll fire you from your jobs — and you never will be 
missed ! 


Chorus: (He’s got him on the list, etc.) 


Cigars and pipes or cigarettes, you may at times enjoy 

But let the customer make the choice, before such you employ. 

And alcoholic beverages at luncheon are taboo. 

Reputations and relations can totally be upset 

If glass-eyed, loud or drowsily, you munch on your cloret 
(Clorette?) 

And you never will be missed — for I’ll fire the damed crowd! 


Chorus: 


He’s got them on the list — he’s got them on the list — 
And I don’t think they’ll be missed — I’m very sure they'll 
not be missed! 
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THE ESTATE PLANNING WORKSHOP 


A Coordinated University Program 


PAUL R. DEAN 


Dean, Georgetown University Law Center, Washington, D. C. 


OHN Q. CLIENT, OWNER OF A CON- 
Dixie interest in a small corpora- 
tion, has accumulated a gross estate for 
estate tax purposes of somewhat more 
than one million dollars. This fact has 
been duly noted by his bank, life insur- 
ance underwriter and other interested 
parties. Consequently he has been ap- 
proached several times during the last 
several years to have his estate 
“planned.” Since he prefers to benefit 
his family rather than Uncle Sam, his 
lawyers, or his bank, he is not averse to 
the suggestion. A vice-president in the 
commercial end of his bank suggests: 
“Why don’t you stop over to see Mr. 
Adams in our trust department. He may 
be able to save you taxes and adminis- 
tration expenses. Besides he can help 
provide for the orderly sale or transmis- 
sion of your business and when you die 
your widow will be spared the burdens 
of money management.” 

At the same time perhaps, John Q will 
be approached by an alert life under- 
writer who will offer to do a “planned 
estate” for him. The underwriter, if he’s 
worth his salt, will properly explore the 
possibilities of business insurance. More- 
over, the underwriter will give him an 
analysis of his estate and will provide 
some “income projections” showing the 
anticipated income of Mrs. John Q. un- 
der the existing state of affairs and un- 
der several proposed arrangements. The 
use of insurance in these proposed plans 
will not be overlooked. 

Or lastly, and albeit too infrequently, 
John Q’s personal attorney, if he has 
one, may tactfully suggest that John Q. 
not overlook the need for a well-drawn 
will. His accountant, too, may stimulate 
his thinking in this direction. 

In any event, John Q. is understand- 
ably confused at the availability and 
readiness of so many people to provide 
him with an “estate plan.” And the fact 
of the matter is that once John Q. does 
decide, however he may have been alert- 
ed to the need, to go forward with a 
plan and to utilize all the experts, con- 
fusion may be compounded unless the 
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lawyer, the trust officer and the under- 
writer are clear as to their respective 
roles in the process. The trust people 
and the life insurance underwriters are 
properly concerned that they do not in- 
vade the role of the attorney. And an in- 
creasing number of bar association com- 
mittees agree with them. 


No knowledgeable person denies that 
each of the experts mentioned above can 
render valuable assistance to John Q. 
And John Q. deserves their coordinated 
help. When theory is submitted to the 
hard test of practice in this field, the re- 
sult is frequently less than good. The 
various Statements of Principles entered 
into between representatives of the 
American Bar Association with repre- 
sentatives of the National Association of 
Life Underwriters and representatives of 
the American Bankers Association Trust 


Division, and similar statements with 


certified public accountants and other 
groups are helpful. But they do not go 
far enough. There is need for a detailed 
implementation of these general norms 
of conduct. Until lawyers can work with 
trust officers and life underwriters and 
accountants in an atmosphere unsullied 
by fear, distrust or just plain ignorance, 
John Q. will be fortunate indeed if he 
emerges from the experience satisfied 
with his plan and its makers. 


Need Leads to Course 


What can the law schools do to help 
the John Q.’s get the proper estate plan? 
At Georgetown Law Center there has 
been offered for some time basic courses 
in estate planning, a course in practical 
problems of probate administration. a 
course in investment counseling for law- 
yers, a course in pensions and deferred 
compensation and the usual specialized 
courses in income and estate and gift 
taxation. These courses were designed to 
furnish a package of specialized courses 
to the lawyer already trained in basic 
real property, future interests, wills and 
income taxation. Still the writer as a 
professor of Estate and Gift Taxation 
felt that the typical lawyer graduate 
wasn't sufficiently aware of or mentally 
prepared to work with the corporate 
fiduciary and the well-informed life un- 
derwriter. 

Six years ago the writer was invited 
to attend an Estate Planner’s Day (the 
first of its kind in the District of Colum- 
bia) sponsored by the Life Insurance 
and Trust Council of the District of 
Columbia (now the Estate Planning 
Council with lawyer and accountant 
members also). President of the Council 
was Joseph L. Whyte, vice president and 
trust officer of the American Security & 
Trust Company. With imaginativeness 





Panelists at Estate Planning Workshop sponsored by Georgetown University Law Center. 
Left to right: Edward J. Schmuck, attorney; Dean Paul R. Dean of the Law Center; 
Joseph L. Whyte, vice president and trust officer, American Security & Trust Company. 


TRUSTS AND ESTATES 











an 


> help 
plan? 
e has 
Durses 
ictical 
on. a 
r law- 
erred 
alized 
1 gift 
ed to 
urses 
basic 
; and 
as a 
ation 
duate 
itally 
orate 
> un- 


vited 

(the 
lum- 
ance 





t of 
ning 
itant 
incil 
and 
ty & 


ness 





er. 
Pr 5 
ny. 


ES 


and thoroughness he had assembled a 
panel composed of a lawyer, a trust offi- 
cer, an accountant and a life underwrit- 
er. A complex problem had been mimeo- 
graphed and was presented to guests as 
they entered the Statler ballroom. The 
lively discussion, the testing and coun- 
ter-testing of ideas, the mutual concern 
for the client, and the resulting sound 
estate plan were stimulating and impres- 
sive. An honest reaction, however, was 
that the panelists gave too much, too fast 
in too little time. The thought occurred 
that here was a wonderful idea for a 
semester-long course at the Graduate 
School of Law of the Georgetown Uni- 
versity Law Center. Thus emerged the 
Estate Planning Workshop at George- 
town. 

The selection of faculty for the course 
was simple. It was felt that the members 
should be selected on the basis of both 
teaching skill and practical experience in 
the estate planning field. Visiting lec- 
turers could be called in from time to 
time for brief presentations concerning 
specialized matters not within the nor- 
mal scope of activity of the regular fac- 
ulty. It was felt that, if possible, the staff 
members should be lawyers currently 
engaged in trust and life insurance work. 

Mr. Whyte was selected as the trust- 
man. His many years of experience and 
his reputation with the bar in the Dis- 
trict of Columbia made his choice a very 
easy one. Selection of the life insurance 
representative was equally simple and 
happy. Edward J. Schmuck, vice presi- 
dent and general counsel of the Acacia 
Mutual Life Insurance Company. expe- 
rienced as an accomplished lecturer and 
technician, made him an obvious choice. 
The writer presumed to act as the lawyer 
member of the team. 

The student body, of course, was at 
hand. A typical class includes recent law 
graduates from many of the nation’s 
leading law schools who are working in 
the Internal Revenue Service or the Tax 
Division of the Department of Justice. 
other recent law graduates working for 
an advanced degree, active practitioners 
with varied length and type of experi- 
ence as practicing lawyers, junior ofh- 
cers of the trust departments of local 
banks, experienced life insurance agents 
and accountants. Those without law de- 
grees, of course, are not permitted to 
matriculate for credit. Enrollment is lim- 
ited to assure a workable group. The 
members of this group are encouraged 
to share their individual experiences 
with the entire class both in the develop- 
ment of their proposed solutions to the 
cases presented and in their comment or 
criticism of proposed solutions advanced 
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“And be sure it’s a nonpartisan one!” 





by others, whether faculty or students. 
The net result of the program is unus- 
ually active participation by class mem- 
bers. 

The Workshop meets two hours one 
night a week for fifteen weeks. All three 
members of the teaching staff are present 
at each session. The course content was 
carefully worked out beforehand. It was 
agreed that the problems should be dis- 
tributed well in advance of their discus- 
sion, and that the proposed faculty solu- 
tion should be distributed only after the 
students had attempted their own solu- 
tions as estate planning teams. It was 
felt that every effort should be made to 
present a cross-section variety of prob- 


lems which would enable the students to 
handle actual cases in practice with a 
feeling of confidence as to techniques as 
well as with factual situations. The prob- 
lems progress from relatively simple 
ones to the more difficult with continu- 
ous efforts to throw the searchlights of 
study and research into the darker cor- 
ners of the more unusual and more dif- 
ficult problem situations. 


Six Problem Czses 


In the first meeting of the course the 
ethical relationships among accountants. 
attorneys, life underwriters, trust officers 
and their respective client-customers are 
discussed. Thereafter, the workshop 
deals directly with cases. The following 
six problem situations or variations 
thereof have been presented with enthu- 
siastic reception by the students and sat- 
isfaction by the faculty members. 

Problem #1 presents the relatively 
simple but frequently encountered mod- 
erate estate of a young executive with 
good future prospects and a reasonably 
large family of several minor children. 
The solution offered includes a life in- 
surance trust, and pour over wills for 
both him and his wife. Sample instru- 
ments are presented for analysis and 
consideration. The income analysis ap- 
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proach is used in this problem to ascer- 
tain whether income produced by the as- 
sets involved will accomplish the objec- 
tives sought, and consideration is given 
to the acquisition of additional insur- 
ance coverage. 

Problem #2 involves a professional 
partnership and calls for careful consid- 
eration of the various elements of in- 
ventory, accounts receivable, good will 
and possible income continuation. A 
professional partnership agreement for 
liquidation of the practice is worked out 
together with a gift program to minor 
children, and new wills for Dr. and Mrs. 
A, with an outright marital deduction 
bequest under A’s will for his wife and 
residuary trusts contingently under both 
wills for their children. 

Problem #3 presents a closely held 
corporation as the principal asset in the 
estates of Mr. and Mrs. F. The solution 
outlined calls for a possible redemption 
of Mrs. F’s shares now during the life- 
times of both and consideration of all 
attribution of ownership aspects as well 
as unlawful accumulation of income; a 
recapitalization of common holdings in- 
to preferred and common with full dis- 
cussion of Section 306 “tainted stock 
problems”; gifts to minor children and 
a study of the problem of prior gifts; 
possible pension and profit sharing plans 
and the various types thereof appro- 
priate for this closed corporation; ac- 
quisition of key man insurance on Mr. 
F’s life and on his son’s life to make 
funds available for a Section 303 re- 
demption; and new wills for both Mr. 
and Mrs. F. 

Problem #4 presents the problem of 
unwise acquisition of all assets in joint 
ownership. All of the facets of this prob- 
lem, both from the Federal tax point of 
view and the local legal and tax aspects 
are examined. The solution involves a 
division of the jointly-owned assets with 
careful consideration of all income, gift 
and estate tax impacts, as well as the 
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precise steps to be taken to accomplish 
the division. 

Problem #5 is concerned with a sen- 
ior corporation executive with substan- 
tial life insurance coverage (both split- 
dollar and conventional) and market- 
able securities, the latter acquired large- 
ly under an eligible restricted stock-op- 
tion program which is still running. A 
deferred compensation contract is also 
involved. The solution includes consid- 
eration of a gift of the ownership of cer- 
tain insurance policies on his life, the 
creation of a short-term trust and new 
wills. 

Problem *6 has as its core the exis- 
tence of a closely held business interest 
which its owner built up during his life- 
time and desires to continue in trust un- 
der his will. All of the problems of 
liquidity in his estate, possible keyman 
coverage to provide funds for a 303 re- 
demption and as a cash reserve, avail- 
ability of competent management on the 
business interest after his death, com- 
pensation of such management, and es- 
tablishment of a dividend policy to pro- 
vide income for the family, are carefully 
considered. Fees of the fiduciaries and 
other advisors are discussed. Possible in- 
stallment payment of the Federal estate 
tax is considered. A new will is pre- 
pared, giving the executors and trustees 
broad powers in management and con- 
tinuance of the business, including the 
discretion to sell, merge, consolidate or 
recapitalize in their best judgment. 


Mutual Educaticnal Process 


As its name indicates, the class is 
operated as a workshop. It is required 
that all admitted to the class have a 
minimum background either of founda- 
tion courses or practical experience or 
both. Consequently, a minimum of time 
is devoted to lecture covering legal 
theory or basic principles. Maximum 
attention is given to the technique of 
fact analysis, practical approaches to the 


development of organized plans for both 
living and testamentary arrangement 
and disposition of estates, and the actual 
mechanics of drafting proposals, opin. 
ions and the documents necessary to 
place an acceptable plan into effect. 

Classroom work is conducted with a 
minimum of formality. Interruption, 
whether by way of question or contribu- 
tion, is encouraged whether a discus- 
sion or presentation is being made by 
faculty member or student. Student par- 
ticipation in each stage of the develop- 
ment of each case is not only urged, it 
is demanded if necessary. 

On some problems assignments are 
made to an estate planning team usually 
composed of a practicing lawyer, a jun- 
ior trust officer, a life insurance agent, 
and if indicated, an accountant member 
of the class. The team is then charged 
with bringing to the class a complete 
practical solution to a case problem, 
sometimes including the actual drafts of 
all necessary documents. On such occa- 
sions, the teaching podium is turned 
over to the team for the presentation of 
its proposed solution. The faculty mem- 
bers at such times join the remainder of 
the class in questioning the planning 
team or in making comments or criti- 
cisms with respect to the team’s solution. 

Of greatest interest and satisfaction to 
the faculty is the obvious improvement 
in technique and increase in confidence 
which is evident among the students al- 
most without exception as the course 
progresses. Needless to say, the class- 
room methods employed require that the 
faculty members be knowledgeable in all 
phases of the theory underlying the 
problems presented in the various cases, 
experienced in the practical solution of 
those problems, and effective in working 
as a team in handling questions and dis- 
cussions. It can also be said that the 
faculty members are fortunate in that 
they, as well as the students, learn some- 
thing new from each class. 
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Seymour New President of 
American Bar 


Whitney North Seymour of New York 
was elected 84th President of the Amer- 
ican Bar Association at the annual meet- 
ing in Washington, D. C., early this 
month. A nationally known trial lawyer, 
he received his 
bachelor of arts 
degree in 1920 
from the Univer- 
sity of Wisconsin, 
his law degree in 
1923 from Colum- 
bia Law School, 
and in 1960 re- 
ceived an honorary 
doctor of laws degree from Dartmouth. 
He joined the New York firm of Simp- 
son Thatcher & Bartlett in 1923 and has 
been a partner in that firm since 1929. 

Mr. Seymour is chairman of the 
board of trustees of the Carnegie En- 
dowment for International Peace; chair- 
man of the National Conference of Judi- 
cial Councils; chairman of the National 
Book Committee, and president of the 
New York Joint Conference on Legal 
Education. He formerly was chairman 
of the board of Freedom House. 

In addition to his activities in the 
American Bar Association for over 30 
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years, Mr. Seymour is a former presi- 
dent of The Association of the Bar of 
the City of New York, of the New York 
Legal Aid Society, and of the American 
Arbitration Association. In 1959, The 
Association of the Bar of the City of 
New York gave him its Medal for “ex- 
ceptional contributions to the honor and 
standing of the Bar in this community.” 

John C. Satterfield of Jackson, Miss., 
was chosen president-elect of the Asso- 
ciation. 
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Schipper Heads Real Property 
Probate and Trust Law Section 


Carl F. Schipper, Jr.. of Boston was 
elected chairman of the American Bar 
Association’s Section of Real Property, 
Probate and Trust Law at its annual 
meeting in Washington, D. C., August 
30. He succeeds 
Daniel M. Schuy- 
ler of Chicago, 
who was named 
the Section’s Dele- 
gate to the House 
of Delegates. The 
new vice chairman 
is Robert H. Fraz- 
ier of Greensboro, 
N. C., who concluded a term on the 
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Trust majors in the first graduating class of the Southwestern Graduate School of Banking. 
From left to right, first row: Dave Mashinka, Texas National Bank, Houston; Thomas W. 
Ogden, Commercial National Bank, Shreveport; John L. Beck, First National Bank. Fort 
Worth. Second row: Vernon A. Forrester, Fort Worth National Bank; Walter R. Young, 
Bank of Clearwater, Fla.; Mrs. Catherine Allison, National Bank of Sweetwater, Tex.; 
Miss Nell O’Connell, Hillcrest State Bank, Dallas; Miss Josephine Sponsel, Burns National 
Bank, Durango, Colo.; John Dean Smith, Mercantile National Bank, Dallas; Weston J. 
Futrell, First State Bank, Dumas, Tex.; Third row: Harry C. Mayer, First National Bank, 
Dallas; Lewis E. McIntyre, City National Bank, Wichita Falls; Will Mann Pichardson, 
Citizens First National Bank, Tyler, Tex.; Charles L. Childers, Tyler Bank & Trrst Co.; 
Kenneth N. Sloan, First National Bank, Amarillo; Scott W. Hudson, Merchants & Planters 
National Bank, Sherman, Tex.; Richard M. Hart, First National Bank, Dallas. Trust majors 
not in the picture are Leonard M. Ellington, First National Bank, Brownfield, Tex.; Bill 
G. Montgomery, Republic National Bank, Dallas; and William W. Swann, First Atlantic 
National Bank, Daytona Beach, Fla. 
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Council, governing body of the Sec- 
tion. 

The three Divisional Directors were 
re-elected: A. B. Wolfe of Boston, Real 
Property: Edward B. Winn of Dallas, 
Probate; and Harrison F. Durand of 
New York, Trust. Also redesignated 
were William R. Dillon of Chicago as 
secretary and P. Philip Lacovara of New 


York as assistant secretary. Charles F. 


Grimes of Chicago, retiring from the 
Council, was elected to fill another post 
of assistant secretary. 

The newly chosen members of the 
Council for four-year terms are Alan 
N. Polasky of Ann Arbor, Mich., and 
G. Van Velsor Wolf of Baltimore. 

The Proceedings of the Probate and 
Trust Divisions will be published in 
the next issue. 


& A A 


Southwestern G.S.B. Graduates 
20 Trust Majors 


There were 20 trust majors from four 
states among the 151 members of the 
first graduating class of the Southwest- 
ern Graduate School of Banking which 
concluded its 1960 session on July 30. 
The total student body of the School, 
which is held annually at Southern 
Methodist University, Dallas, numbered 
400 who came from 21 states and Mex- 
ico. 

The faculty of 100 consisted of lead- 
ing educators, bankers, economists, 
businessmen and professional men. A 
highlight of this year’s program was the 
introduction of the Senior Program of 
the Humanities, a special evening series 
in which scholars discussed philosophy, 
sociology. history, religion and the arts. 


A AA 


Bank Trustee for Statewide 
Pension Fund 


Worcester County (Mass.) National 
Bank has been appointed trustee and 
investment counsel for the newly estab- 
lished retirement fund of the millinery 
unions throughou: the state. Twenty- 
three Massachusetts employers under 
contract with the Joint Board of Millin- 
ery Workers Unions and the United 


* Hatters, Cap and Millinery Workers In- 


ternational Union AFL-CIO have been 
making contributions to the state-wide 
fund. Pension benefits of $15 per month 
will be immediately paid to eligible par- 
ticipants. with bene‘its to be increased 
on completion of the actuarial study. 
Through its offices in Worcester, the 
plan is administered by a board of trus- 
tees representing the employer groups 
and the union. 
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APPRAISING BUSINESS ASSETS AND LIABILITIES 


Integral Part of Estate Planning and Protection 


HE SUCCESSFUL OPERATION OF A 
| pee business in an estate or 
trust, or the obtaining of a good price if 
it is to be sold, is a problem of increas- 
ing consequence to professional fiducia- 
ries. Too often, this is made difficult, 
sometimes impossible, by neglect of the 
owner or owners to analyze and plan 
ahead. The fiduciary is then placed in 
the position of a new captain taking over 
a ship without a rudder, or with cold 
boilers. 

It is submitted that an executor or 
trustee has the moral, if not the legal, 
responsibility of knowing the condition 
of such a business at the time he accepts 
appointment, and taking what measures 
he can to assure continuity of profitable 
operations and of able successor man- 
agement. Is it adequate to wait until 
after death of the principal to review 
financial data, sales records and such, 
and discuss with present management 
the duties and powers of the personal 
representative? Usually not, for the best 
results. 

Certainly it is inviting trouble, and 
often missing opportunities, to await 
probate before “getting into the act.” 
The place to begin is with analysis of the 
estate for planning purposes, as it may 
take time to work out managerial re- 
quirements, especially in “one-man” 
operations. 


Taking Bearings 

But it is of equal importance to have 
reliable assurance that operations are on 
a solid basis and progressing as they 
should. Is the company gaining or losing 
its share of the market? Is it keeping 
abreast of changing patterns through re- 
search? Is it coasting on its reputation; 
is it pricing practically and selling vig- 
orously? The answers to such questions 
will determine whether the fiduciary will 
have a sick business to resuscitate or a 
salvage operation that must be sacrificed 
on the auction block. 

Consideration should be given, at the 
time the estate plan is approved, to the 
desirability of bringing in professionals 
in business analysis to make at least a 
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preliminary survey to determine whether 
weak spots exist and make proposals for 
correcting any found. Here is where the 
experience and integrity of reputable 
management consultants may be of con- 
siderable value. Obviously, this is to the 
advantage of the potential heirs, but it 
can also benefit the owner during his re- 
maining years at the helm, maintain the 
morale (even the payroll) of the em- 
ployees, and by preserving and building 
the value of the business, provide a high- 
er base for the fiduciary’s fees, which 
will be viewed as all the better earned. 


Charting the Course 


It is logical and good practice, when 
an executor is appointed under a will, or 
a trustee under a trust, to suggest that 
some intermediate form of supervision 
— such as an investment agency — be 
provided to protect the value of any se- 
curities involved. This is especially true 
where such service relieves the business- 
man of time and concern which interfere 
with needed attention to the business or 
time for carefree vacations. 

How much more is it true of that 
complex composite of assets known as a 
Business. With securities one must gen- 
erally be content to sell or substitute. 
With a business the initiative lies largely 
with its management. Whether it is a 
matter of grooming an heir or other per- 
son to carry on company affairs, or a 
matter of placing the company in the 
most advantageous position for sale, 
those in the business of business, such as 
management consultants, have a com- 
parative and objective view that may be 
of considerable aid both to company and 
fiduciary. In fact, there are frequent sit- 
uations where an early decision as be- 
tween the relative merits of immediate 
or deferred sale, or continuance of the 
business, can mean the difference be- 
tween having an asset or a liability to 
administer. 


Preventive and Curative Examples 


As an example of how a business can 
benefit from calling upon a qualified 
management consultant, consider the 


XYZ Company, doing a volume of about 
a million dollars per year and represent- 
ing the majority of the owner’s estate. 
The business had been sliding down hill 
for several years, the management was 
old and tired, the sales manager did not 
want to travel any more. Sales had drift- 
ed downward from three million to 
about one million over a period of three 
years. Expenses had not been reduced. 
The owner was living in the past but 
could not see the problems of the pres- 
ent. A qualified management consultant 
was brought in to review the situation. 
He recommended a program for revital- 
izing the company and worked with the 
company officials in making his recom- 
mendations effective. A new Sales Man- 
ager and a new Comptroller were em- 
ployed. Expenses were trimmed. Sales 
were increased. A substantial loss pic- 
ture was turned into a substantial profit 
situation. The cost was nominal — less 
than 1% of the profit improvement for 
the first year. 

In another case, a long established 
business, again the principal item in a 
family’s estate, was being managed by a 
young son, comparatively inexperienced. 
In his own words, “Losses are increas- 
ing all the time, and I can’t stop the 
trend.” Again, a qualified management 
consultant was called in, determined the 
causes of the steady decline and recom- 
mended a program for improvement. He 
was also retained to aid the organization 
in making his recommendations effec- 
tive. A wise plan. In this case, substan- 
tial organizational changes were re- 
quired along with a drastic cost reduc- 
tion program. The downward trend was 
reversed, and the company has since 
shown a steady growth with increasing 
profits. The cost of this service was 
again negligible as compared with the 
benefits gained. 


Avoiding Critical Transition 


It is obviously advisable and neces- 
sary for an executor to arrange with the 
company owner to arrange for this type 
of qualified guidance while he is alive 
and can participate in making any neces- 
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sary improvements, increasing the own- 
er’s peace of mind and making his asset 
more valuable. 

Unfortunately, situations are develop- 
ing all the time where this has not been 
done. In such cases, executors may be 
faced with a difficult problem when the 
estate of the owner of a one-man busi- 
ness is suddenly thrust upon them. In 
many cases the “one-man” owner was a 
strong, capable, dynamic person who 
performed a wide variety of duties. Fre- 
quently there is a considerable gap be- 
tween his ability and that of the next 
most capable person in the organization. 

This is a critical period for the com- 
pany. Without the strong hand of the 
owner, service to customers may col- 
lapse, costs may get out of line. Confi- 
dence melts and growth stops. The com- 
pany goes down hill. 

It is a critical time for the executor 
too, because without qualified top man- 
agement in the company, the value of 
the estate in his charge may deteriorate 
rapidly. 

He must find qualified management 
and quickly. It is not easy to fill the 
shoes of a dynamic “one-man operator.” 
Frequently records are not in good 
shape; organization is lacking. Every- 
one depended on the “one man” to tell 
them what to do. 

At this point, or sometimes after the 
company has drifted for a year or two, 
this question is likely to be raised: 
“Shouldn’t the company be sold and the 
proceeds invested in blue-chip stocks?” 
But everyone involved is likely to agree 
that the time is not propitious. Here 
again management consultants may be 
called upon to recommend a suitable 
course of action. In many cases, how- 
ever, there is no one qualified in the 
company to carrying out any recommen- 
dations for improvement. 


A Business “Review Service” 


To meet the needs of such a situation, 


a new service called “Professional Oper- 
ating Management” is provided by one 
management consulting firm. 

One of the partners of the firm as- 
sumes responsibility for operation, work- 
ing directly as president and general 
manager of the company, with an associ- 
ate as assistant general manager. The 
company’s board of directors acts in its 
normal capacity, with the partner, as 
president, reporting to the board and 
making specific recommendations on all 
matters properly within the scope of the 
board’s responsibility. 

The partner in charge calls upon other 
partners and specialists in the firm for 
contributions to the success of the com- 
pany. The associate, acting as Assistant 
General Manager, is fully qualified to 
act for the president in his absence. 

During this period skilled experience 
is made available to a company in every 
functional area of management at much 
lower cost than would be possible on 
any other basis. The specialized and gen- 
eral management experience of the whole 
consulting organization is brought to 
bear in solving problems of the client 
company. Obviously, much more talent 
can be applied to a given problem than 
any single individual could provide. 

The entire operation is backed by a 
recognized firm whose continued good 
reputation depends on results achieved. 
The risks involved in hiring a single in- 
dividual are avoided. 


Chinese Physician Theory 


The service has been “field-tested” 
over a period of several years, with ex- 
cellent results. In one case, involving an 
old established company, originally a 
proprietorship and one-man dominated, 
the principal died and the company de- 
teriorated, with a succession of three 
presidents promoted from within the or- 
ganization in three years. There were 
heavy losses, cash was low, and inven- 
tory was very high. When the “Operat- 
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ing Management Service” took over, an 
unprofitable division was split off and a 
capital gains dividend was paid to stock. 
holders. The sales organization was im- 
proved, new products added, warehouses 
combined, an adequate inventory control 
instituted, expenses reduced, and a sub- 
stantial profit resulted. Dividends were 
paid to stockholders. The company was 
developed to a point where, after about 
three years, outside interests approached 
the owners and entered into a purchase 
agreement. 

In another case, another old estab- 
lished company had a long history of 
operating losses. The company was fam- 
ily-owned, with several members of the 
younger generation in management. It 
was steadily deteriorating, with heavy 
losses, low cash, and sales steadily de- 
creasing. After Operating Management 
Service took over, plants were combined 
to reduce costs, changes in supervisory 
personnel were made, incentive plans in- 
stalled, costs reduced, new lines added, 
and sales rose. One of the younger fam- 
ily members was developed to the point 
where he could satisfactorily fill the posi- 
tion of president. 


Safety First 


Another going concern, dominated by 
a man who allowed the company to de- 
teriorate before his death, continued to 
lose position, until it was on the verge 
of liquidation. The Operating Manage- 
ment Service was engaged to revive the 
company. Sales were increased by add- 
ing distributors, making a son-in-law 
full-time local salesman, and promoting 
products previously available but not 
adequately pushed. The manufacturing 
organization was reorganized, costs re- 
duced, and profits increased. 

There is nothing miraculous about 
this Operating Management Service 
which enables it to defy economic reali- 
ties. It could not, for example, make a 
profitable enterprise out of a run-down 
company which has no real place or fu- 
ture in the industrial economy. Where 
sufficient favorable factors are present to 
enable fully competent management to 
increase earnings, however, it does pro- 
vide one tested method which can im- 
prove a difficult estate situation. And it 
provides this service at an economical 
cost. In each case, the cost of the service 
must be obviously in keeping with the 
size and capabilities of the Company. In 
many cases, the cost of management is 
no more or even less than that incurred 
by the previous management. 

Here then are two steps the fiduciary 
can take to aid him in living up to his 

(Continued on page 847) 
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FUNDING A CHARITABLE PROGRAM 
sith Life _ 


HAT A MAN CAN MAKE MONEY BY 
{ = it away is becoming increas- 
ingly recognized by persons in the up- 
per tax brackets and by the professional 
men charged with financial planning. 


Our tax laws — generally designed to 
take ever larger chunks out of our top 
dollars — tend to relax in at least one 


area — that of philanthropic giving. In 
fact, a man may successfully combine 
personal motivations — to assure him- 
self security during his lifetime or to 
provide the best possible-estate picture 
for his family — with the humanitarian 
and often deeply gratifying motivation 
of supporting a worthy cause. 

There are many ways of making a 
gift to charity — each with built-in-tax 
shelters. They include the standard cash 
contribution where, depending on the 
individual's tax bracket, the govern- 
ment, in effect, contributes from 20% 
to 91% of the gift (as a result of 
income tax deduction); gifts of appre- 
ciated securities, where the donor, in 
addition to full income tax deduction, 
avoids a capital gains tax; and chari- 
table life income arrangements, where a 
gift of principal not only secures im- 
portant tax advantages but assures an 
annuity for life. 

Of all the methods of charitable con- 
tribution, however, a gift of life insur- 
ance is likely to prove the most advan- 
tageous from the standpoint of both 
income and estate taxes, as well as in 
terms of what it permits a donor to do 
with a limited outlay of cash. For, when 
an individual takes out a life insurance 
policy naming the philanthropy of his 
choice as the irrevocable beneficiary, 
he embarks upon a program that ef- 
fectually combines income tax savings 
with estate tax conservation and the 
achievement of being remembered. The 
annual premium which is paid to main- 
tain the policy in force is fully deduct- 
ible for income tax purposes in the 
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same way that any cash contribution to 
a tax-exempt philanthropy would be 
deductible. 


Saves Estate Tax, Too 


But life insurance is one of the few 
ways of making a charitable gift which 
operates to secure important estate tax 
savings as well as income tax savings. 
A donor can convey the insurance pol- 
icy irrevocably to the charitable bene- 
ficiary, and yet retain an “incident of 
c snership” which is not in itself owner- 
ship. The result is that he is able to 
take advantage of the income tax de- 
duction for the annual premium that 
is paid and, because he has reserved an 
“incident of ownership” the proceeds 
are nevertheless includible in his es- 
tate, which will serve to increase the 
amount of the marital deduction and 
thus decrease the tax, as illustrated be- 
low. 

What is an “incident of ownership” 
sufficient to preserve the income tax 
deduction while likewise providing an 
estate tax deduction? Internal Revenue 
has never actually passed down a rul- 
ing. However, I am advised by a former 
deputy counsel of Internal Revenue, 
who is now a tax consultant in private 
practice, that either of the following sit- 
uations would involve an “incident of 


ownership” that would achieve the de- 
sired results: 


1. The donor reserves the right to 
determine the method of settlement to 
the beneficiary. He would exercise this 
right, for example, by testamentary 
disposition, or by the stipulation of 
the mode of settlement in the life in- 
surance policy itself. 


2. The donor reserves a joint right 
of surrender of the policy with the 
donee. In the event of surrender, the 
donor receives no part of the proceeds, 
but the donee would not have a right 
of surrender without the participation 
of the donor. 


In my view, the first method is simp- 
ler and less likely to give rise to prob- 
lems, and I have in fact incorporated 
the reservation of the right to determine 
the mode of settlement into the assign- 
ment forms, which have now been ap- 
proved by several insurance companies 
with which I have been working on the 
matter of charitable endowment through 
life insurance. 


The Arithmetic 


Here is an illustrative case: Assume 
that Mr. X dies, leaving a gross estate. 
after the deduction of all expenses, of 
$300,000. He can leave one-half of that 
amount to his wife tax-free by use of 
the marital deduction. His estate is 
further entitled to an exemption of 
$60,000. His estate will therefore pay 
a federal estate tax of $17,500, based 
on a net taxable estate of $90,000: 


Gross estate _____.______.____._..$300,000 
Tax-free share to wife - - 150,000 
Personal exemption - 60,000 
Net taxable estate _..____...__.$ 90,000 
Estate tax payable _____.___..$ 17,500 


Now, if the same Mr. X were to have 
taken out a life insurance policy in the 
amount of $100,000, naming a tax-ex- 
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empt charity as irrevocable beneficiary, 
but retaining a permissible “incident of 
ownership” in the policy, these results 
would follow. His gross estate would be 
increased to $400,000. He could give 
his wife $200,000 tax-free by opera- 
tion of the marital deduction. His es- 
tate is entitled to a $100,000 deduction 
based on the charitable insurance policy 
and an additional $60,000 personal ex- 
emption. His estate will now pay taxes 
of only $4,800 on a net taxable amount 
of $40,000: 


Grons estate —__..._ __._. _____.. $40,000 
Tax-free share to wife ___.. 200,000 
Deductible proceeds of 
insurance —.______....___....... 100,000 
Personal exemption __ _.. 60,000 
Net taxable estate ____. _.$ 40,000 
Estate tax payable... 4,800 


Tax and Other Accomplishments 


Thus the significant sum of $12,700 
has been preserved for Mr. X’s family 
by his having made a charitable be- 
quest through life insurance. Moreover, 
he has been able to make a substantial 
gift to the institution of his choice, that 
may be earmarked for a specific project 
or purpose, and through which his gen- 
erosity can be memorialized for all time. 
And in almost every case, the face value 
of the life insurance policy, payable 
to the organization without any delay, 
contest or probate, and with no fear of 
invasion of his family’s share of the 
estate, will be far more substantial in 
amount than the total premiums paid 
out. 

This vehicle operates to provide im- 
portant benefits to the philanthrophy as 
well as to the donor. For a life insur- 
ance policy, of which a designated 
philanthropy is both owner and benefi- 
ciary, provides a measure of control 
that is seldom available when a _ be- 
quest is included in a will or trust. A 
charitable life insurance policy offers 
a philanthropic organization or institu- 
tion long-range security because should 
the insured desire to discontinue pre- 
mium payments, several alternatives 
may be invoked by the organization. 
The cash values may be utilized to buy 
a paid up policy; or they may be with- 
drawn by the institution and deposited 
in its general fund; if it is the sole 
beneficiary, the institution may choose 
to maintain the policy in force on its 
original terms by paying the premium 
each year, or utilizing the cash values 
to pay premiums through an automatic 
loan provision written into the policy. 

There are a wide variety of methods 

(Continued on page 855) 
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75 Trustmen Attend 
Pacific Coast Banking School 


The 14th Annual Pacific Coast Bank- 
ing School, which held its sessions Aug- 
ust 15-26 at the University of Washing- 
ton, Seattle, included 75 students in the 
Trust Division. The three year course is 
designed for trust officers or those per- 
forming equivalent duties and appli- 
cants — limited to 25 in the entering 
class — must have five years of trust 
department experience. 


Among the courses given this year 
were: Trust Business by Gilbert T. 
Stephenson, past president, A.B.A. Trust 
Division; Trust Law and Taxation by 
Walter L. Nossaman, Los Angeles at- 
torney and contributing legal editor for 
TrusTs AND EstaTEs; Trust Asset Man- 
agement by Wesley F. Jones, assistant 
vice president, Security-First National 
Bank, Los Angeles; Trust Development 
by Robert M. Alton, director, United 
States National Bank, Portland, Ore. 
In addition all students took Current 
Economic Problems taught by Arthur 
R. Upgren, Frederick R. Bigelow pro- 
fessor of economics, Macalester College, 


St. Paul. 


The commercial division’s third-year 
students included in their curriculum a 
course on The Trust Department by Vic- 
tor R. Graves, vice president and trust 
officer and chairman, trust committee, 
Peoples National Bank of Washington, 
Seattle. 


Be 


vee 
re 
* 


J 

Pee 2 
* 
oe 


o 
ey 
ee 


= | ae 
oe 

4 Se 
* 


John W. Curtis (left) of Worcester County 
(Mass.) National Bank was chosen president 
of the class of 1960 at the National Trust 
School during its first annual session at 
Northwestern University, Evanston, Ill. Rob- 
ert B. Horan of City National Bank & Trust 
Company, Chicago, was named class secretary. 





PENN. SEMINAR FOR BANK DIRECTORS 


More than 130 directors of banks in 
Pennsylvania attended the two-day di- 
rectors’ Seminar sponsored by the Penn- 
sylvania Bankers Association in cooper- 
ation with Bucknell University, August 
23-24, in connection with the PBA Sum- 
mer School. The seminar began with a 
lecture on economic forecasting and the 
business outlook by David H. McKinley, 
associate dean of the College of Business 
Administration at Penn State. 





Director Joseph H. Wolfe opening the National Trust School at Northwestern University 


August 8. The 3-week session, conducted by the Trust Division of the American Bankers 
Association, was attended by 217 bankers from 44 states, Canada, Puerto Rico and Vene- 
zuela. Mr. Wolfe is vice president and trust officer of Merchants National Bank, Boston. 
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Successful Administration of 


Trust New Business PROGRAM 


WARREN H. EIERMAN 


Vice President, The Hanover Bank, New York 


HE MAJOR DIFFICULTY WITH TRUST 
meter development is similar 
to that encountered when developing a 
better golf swing or bidding a bridge 
hand—there is always someone around 
fully prepared to offer free advice. The 
point is that there are more ways than 
one to administer properly a trust new- 
business program. One should be care- 
ful after having selected the basic pro- 
gram not to disturb its continuity every 
time a new idea or a new suggestion is 
advanced. 

Selecting the various components for 
a new-business program for a bank must 
be done on a basis that fits the particu- 
lar bank, its community or area. Some 
factors, however, can be handled in one 
way only, regardless of the individual 
situation: 


1. A quota system — Under no cir- 
cumstances can a trust new-business 
program be successful if a quota sys- 
tem is put in force. There are two major 
reasons: First, selling bank or trust serv- 
ices is an extremely low-pressure type of 
salesmanship. Any time you high-pres- 
sure the customer to place his widow 
and children as well as every penny he 
owns in the hands of your bank, you are 
doomed to failure. We are all human 
beings and when we are put under 
pressure — which is what a quota sys- 
tem does — it is practically impossible 
not to transmit this pressure to prospec- 
tive customers. Secondly, no activity de- 
fies audit control or accountability more 
than the production of will appoint- 
ments. 

2. Credit “Grabbing” — There is no 
surer way for a new-business man or de- 
partment to create a new-business 
vacuum than by consistently grabbing 
credit for new business that comes in. 
Your major source of trust new business 
will be your fellow officers and associ- 
ates unless you insist upon denying them 
credit for the business they produce for 
you. A fundamental rule to which we 





This article is based upon a lecture at the New 
York State Bankers Association Trust New Busi- 
ness School, June 8, 1960. 
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adhere is that a new-business man may 
never take the credit for any single piece 
of new business. On the contrary, he 
must invariably find some excuse for 
giving the credit to an associate within 
the bank. 

The question that naturally springs to 
mind is “how in the world do you ever 
get promoted or get a raise?” The 
answer is quite simple: A trust new-busi- 
ness program should stand ready to take 
full blame or full credit at the end of 
each year for all of the new-business 
progress or loss that has come about. 

3. Begin with Existing Customers — 
Why chase a lot of strangers all around 
town? It is obviously so much easier to 
solicit additional business, i.e., trust 
business, from individuals who have al- 
ready indicated that they are “sold on 
your bank” by doing business with you 
in other departments. 

4. Top Brass Support — You must 
have the complete support of top man- 
agement. Without this support a new- 
business program just won't get off the 
ground. 

There are times when the acquisition 
of such backing requires a tremendous 
amount of effort and imagination. Your 
internal sales abilities may be severely 
taxed before you can begin to foster a 
successful new-business program. 

There are eight essential parts in the 
administration of a new-business pro- 
gram — personnel, prospects, estate 
planning, performance, physical layout, 
advertising-public relations, cooperation 
with professional groups, and coopera- 
tion with banking officers. 


I. Personnel 


To guarantee the success of a new- 
business program you must start with 
a proper selection of people. I know of 
only one way to be certain that a man 
is suited for new-business work and 
that is through working with him for a 
year or longer. Unfortunately, this is a 
luxury that none of us can afford. Some 
of the modern day tools of personnel de- 





partments in the form of a great variety 
of tests are exceedingly helpful. 

However, anyone who depends en- 
tirely on these tests is living in a fool’s 
paradise. Since salesmanship, per se, is 
a relatively new development in the trust 
industry, it is unfair to expect a per- 
sonnel department to identify logical 
candidates for sales positions. The char- 
acteristics that make for successful sales- 
men in our business may be the last 
thing that a well-trained bank personnel 
officer would want to find in a pros- 
pective employee of his bank. 

For example, bankers generally look 
for strict observance to a seniority sys- 
tem. On the other hand, a good pro- 
ducer of new business must be oblivious 
to rank and position in the sense that 
he must be able to perform as easily in 
the presence of the president of the 
largest corporation as he does in the 
presence of his own children. 

In many respects banks must enforce 
conformity to rules and regulations to 
an extreme degree. As opposed to this, 
the trust salesman who falls back on a 
set procedure will seldom get into 
trouble but he may frequently miss op- 
portunities to produce good business 
and may even do his customer a dis- 
service. A man cannot be expected to 
be a LION outside and a LAMB inside 
the office. There is a medium ground 
here that is exceedingly difficult to de- 
fine, let alone reach through perform- 
ance. 

One solution which has worked well 
is to have the head of a new-business 
program arrive at his opinion 
about the desirability of a man and 
subsequently and independently have 
the personnel department form their 
conclusions. Thereafter, by comparing 
notes, the best decision may be reached. 

Having secured a top “producer,” the 
man administering the trust new-busi- 
ness program must see to it that his 
producer is properly rewarded. In this 
area, | am as much interested in the 
salesman’s_ enthusiastic representation 
of the bank as in guarding against his 


own 
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loss to the bank through resignation. 
I would rather lose a man than to have 
a discontented one stay with me with 
the result that his obvious discontent 
pours over onto our customers and pros- 
pective customers. 


II. Prospects 


The need for an up-to-date list of 
prospects is obvious. Frequently, the 
danger lies in having a list composed of 
much dead wood. An up-to-date list can 
be acquired in these ways: 

1. Get from your banking officers 


and trust administration officers a 
list of the individuals whose accounts 


they handle and whom they consider 
to be worthwhile prospects. 

2. Do your own checking of de- 
posit balances. 

3. If you have an income tax de- 
partment, check the returns that have 
been prepared in that department. 

4. The response to a_ properly 
planned advertising program will fre- 
quently produce good prospects. 

5. Purchasing a prospect list from 
an independent organization is a com- 
plete waste of time and money. 


III. Estate Planning 


To my mind, there is only one way 
consistently to produce large amounts of 
desirable trust business and that is by 
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planning estates. We have found almost 
without exception, that every individual 
with whom we have worked can ac- 
complish more for himself and/or his 
family by estate planning changes that 
we recommend. When you have proven 
to a prospective customer in such a 
tangible fashion how competent your 
trust department is, it is relatively easy 
to convince him of the merits of using 
that department as his executor and 
trustee. 

One caveat here — I am not implying 
that you can sit behind your desk day 
in and day out with your slide rule and 
tax charts poised for action and get 
better results. To the degree your new- 
business program is successful over a 


period of time, there will be many. 


people who will come to you, but this 
is never an excuse to relax and wait for 
something to drop into your lap. 

I have little regard for cold calls on 
prospects, but there are always signifi- 
cant exceptions. Frequently, a cold call 
comes about because the salesman is too 
lazy or not intelligent enough to investi- 
gate the “solicitation” to the degree that 
will almost inevitably show him a way 
to get to the prospect without the neces- 
sity of a cold call. 


IV. Performance 


Performance of trust new-business 
men is probably one of the most difficult 
things to evaluate. Some institutions lay 
great stress on the number of calls a 
man makes. To me this is unimpressive. 
Some organizations worship production 
figures. By themselves these figures are 
inadequate. 

When it comes to performance rating, 
I am interested in a combination of 
things: 

1. Knowing the new-business pro- 
ducer and being intimately familiar with 
the way he works. 


2. Obviously there must be some 
form of accountability and a system of 
keeping new-business records. However, 
it must be used sensibly so that it does 
not become in fact a quota system. Over 
a period of time these figures — coupled 
with the knowledge of how the indi- 
vidual works — will give every assur- 
ance you need that your new-business 
program is progressing properly. You 
cannot let the tail wag the dog. Record 
keeping is merely one part of a means 
to an end and not an end in itself. 


3. The over-all impact on customers 
made by your new-business producer is 
a very important segment of your 
evaluation of the man’s performance. 
It usually has a far reaching effect on 
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your customer’s attitude to your bank 
as a whole. There will be times when 
you and others in your bank would ques- 
tion the way your man is handling a 
particular customer. But when the cus- 
tomer later evidences sincere apprecia- 
tion and regard for your man and what 
he has done, you must accept this as a 
true measure of success at least in the 
case in question. 

4. In the final analysis, the irrefutable 
proof of the success of a trust new-busi- 
ness program is when your estate and 
trust administration departments have to 
give serious consideration to the expan- 
sion of their facilities. The anguished 
screams of administrative officers pro- 
testing that they are being overworked 
should be music to the ears of those ad- 
ministering or participating in a new- 
business program. 


V. Position and Physical Layout 


In administering a trust new-business 
program, I do not recommend that you 
attempt to usurp your president’s office 
or your board of directors’ room. On 
the other hand, trust departments and 
particularly the new-business segment of 
them, are often among the later day de- 
velopments within the bank. As a con- 
sequence physical layout is less than 
satisfactory. If your office arrangements 
are substantially less than satisfactory, 
one of your responsibilities in adminis- 
tering a trust new-business program is 
to call it to the attention of the ap- 
propriate people within your bank. 
Point out that you are trying to serve 
the bank’s best customers (those whose 
banking affairs are normally handled by 
your senior bank officers) and there- 
fore every effort should be made to pro- 
vide appropriate facilities. 

Private industry, which has a much 
longer history of successful merchandis- 
ing, typically provides salesrooms and 
sales offices designed to impress the cus- 
tomer favorably and thus put him in a 
mood receptive to buying. 


VI. Public Relations-Advertising 


A public relations and advertising 
program may take many different ac- 
ceptable forms. Advertising media that 
may be considered are: 

1. Radio and television — Some trust 
departments that have used these media 
have been well pleased with the results. 
This may be mainly the experience in 
smaller communities. 

2. Newspaper and periodicals — The 
use of advertising space in periodicals 
seems to be limited to the larger institu- 
tions and I gather there has been a 
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satisfactory response. A number of New 
York City banks have used a combina- 
tion of the so-called “Ivy League” 
alumni publications and apparently have 
been satisfied with the results. 
Discretion should be used in select- 
ing periodicals. A “sensational” maga- 
zine might have impressive circulation 
figures and may even be read by a num- 
ber of our prospects, but I have reserva- 
tions about the propriety of a trust de- 
partment ad appearing in such. Stress 
should be on the use of quality maga- 


zines. The New Yorker is one that comes 
to mind quickly. 

Departing from what we might 
normally think of as a periodical, I do 
feel there is much merit in using trade 
journals such as Trusts AND ESTATES. 
One of my associates likes to point out 
that “your reputation is made by the 
opinions of your fellow professionals.” 
Certainly Trusts AND Estates has much 
to commend it in this area. The maga- 
zine has a substantial circulation among 
attorneys and life underwriters. 








with 


a special problem... 


Mr. Trust Officer? 


A Trust Officer recently wrote 
The Purse Company: 


“Do you have a folder on 
charitable trusts, where 
the grantor retains a life 
the 
principal is sold and re- 
in the tax-ex- 


interest and trust 
invested 
empt bonds?” 


This was a little off the beat- 
en track. But the material 
that he wanted went to this 
Trust Officer very promptly. 


Whether you have a special 
trust advertising problem or 
simply want advertising that 
will bring in more business, 
write or telephone AMherst 
7-1264, collect. 


Te Purse. Company 


Headquarters for Trust Advertising 
435 CHESTNUT STREET 
CHATTANOOGA, TENNESSEE 
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Pension Funds 
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facilities of The Canada 
Permanent Trust Company 
are available to companies 
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any Province in Canada. 
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TRUST COMPANY 
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Why Delaware? 


Delaware’s unique tax and 
trust laws facilitate the accu- 
mulation, management and 
conservation of property by 
corporations and non-resident 
individuals. 


They are but one reason why 
Wilmington Trust Company, 
as trustee, handles _ invest- 
ments for corporations, asso- 
ciations and individuals in 
virtually all states and many 
foreign countries. 

Other reasons, of course, are 
Wilmington Trust experi- 
ence; Wilmington Trust facil- 
ities. They unite in making 
ours one of the largest Trust 
Departments in the Nation. 
These benefits are available 
to you—and your clients. We 
welcome your inquiries. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 
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Newspapers now appear to be ac- 
cepted by all of us as a logical way in 
which to get our message to the public. 
Most banks seem to prefer to have their 
material appear in the financial pages. 
On the other hand, I know of institu- 
tions which scorn the opportunity to 
have their ads placed near an obituary 
column. There may be merit in at least 
considering a variety of locations. A lot 
will depend upon the make-up of the 
particular newspaper. 


3. Direct Mail — The old standard — 
direct mail — still seems to be far and 
away the most effective medium. Larger 
banks frequently shoulder within their 
organization the responsibility of pro- 
ducing copy either with or without the 
assistance of an advertising agency and 
much good copy results from this pro- 
cedure. 


Many banks simply cannot afford a 
large advertising agency. Some banks 
even feel that the employment of one or 
more public relations officers is a luxury. 
There are some who would deplore the 
use of syndicated material but I am cer- 
tain that syndicated material would war- 
rant more than its share of acclaim. The 
fact that a particular mailing piece is 
used in other communities does not 
hinder its effectiveness in your own so 
long as you have an “exclusive.” Ob- 
viously to have two banks within one 
community putting out identical material 
would be somewhat less than desirable. 


Here again, however, there may be 
significant exceptions. For example, ma- 
terial that pictures or otherwise dce- 
scribes distributive shares in the event 
of intestacy always seem to be well re- 
ceived. Tax charts would be another 
item in this category. 


We at Hanover have tried to standard- 
ize the appearance of our mailing pieces 
primarily through the use of the same 
colors, and type faces. Identifying ma- 
terial with your own institution — 
building a corporate image via the 
graphic arts — is certainly desirable. 

The head of a new-business program 
should be able to make numerous con- 
tributions to the effectiveness of an ad- 
vertising program. If he is not included 
in the preparation of the material, at the 
very least he should be advised before- 
hand about the material to be mailed. 
There is considerable merit in having 
all of the bank’s personnel alerted in ad- 
vance of an advertising program. 


As for public relations, there are two 
aspects that can do much to help a new- 
business program by enhancing the 
image of the bank in the public mind: 

1. Publicity — There is a fine line 


between publicity and advertising. Per- 
haps the chief distinction is that one is 
free and the other paid for. Most large 
banks maintain a list of daily news- 
papers and banking journals to which 
they regularly “feed” news items. These 
items can range from simple earnings 
statements to lengthy feature stories. 
Literally volumes of human interest 
“yarns” are gathering dust in the files of 
trust departments. Digging these stories 
out and releasing them to the press — 
without violating any confidence — can 
go a long way toward building a good 
image of your bank. 


While you must always remember the 
confidential nature of your work, this 
should not preclude alertness to oppor- 
tunities for providing human interest 
material to the press, from which a good, 
readable feature story may be developed. 


With pardonable pride, I would point 
to the excellent job our public relations 
man did in handling the request of a 
little girl who bid $24.03 for a horse 
at the time the great Nashua was offered 


for sale. (cf. T&E, Jan. 1956 p. 10). 


Recognizing the unusual combination 
of human interest ingredients — a girl, 
a horse, and the holiday season — he 
succeeded in getting officers of the bank 
to contribute towards the purchase price 
of a horse, arranged a press conference 
for release of the story and a chance to 
interview the girl and her family, all in 
the short space of one weekend. The re- 
sult was a story that landed on Page One 
everywhere — here and abroad — and 
is still paying dividends to banking in 
general and the Hanover in particular. 


A company magazine or other form 
of house organ can easily serve as an- 
other outlet for information concerning 
your trust department. 

2. Public appearances—One of the 
best opportunities for good public rela- 
tions and one that is overlooked fre- 
quently is speech making. Those who 
have served as program chairmen for 
local civic and business groups and 
medical associations know how difficult 
it is to obtain interesting speakers within 
the budget of the organization. 

The trust business and its various 
facets may seem to be “old hat” to us, 
but it is usually as fresh to an audience 
of this kind as a speech by Dr. von 
Braun on the conquering of outer space. 
The simile is particularly cogent be- 
cause, although Dr. von Braun has a 
topic that is literally worlds away from 
our every day life and is highly tech- 
nical, still, because he knows his topic 

(Continued on page 854) 
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What if you leave no will? 


Without a will, the courts must distribute your estate according to law— 
which may not be the way you would wish. And, unless your will is properly 
drawn, taxes might be unnecessarily high. That’s why you should consult 
your attorney when making your will. 

And for the prompt and most efficient administration of your estate, 
consider the services of Pittsburgh National’s Trust Department. Special- 
ists in every branch of estate and trust administration will see that your 
personal wishes are carried out. You are cordially invited to visit our 


Trust Department for complete information. 


PITTSBURGH NATIONAL BANK 


TRUST DEPARTMENT + FOURTH AVENUE AND WOOD STREET 


Member Federal Deposit Insurance Corporation 
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Financial Planning 


A Synthesis 


HE ECONOMIC AND LEGAL COMPLEX- 
f l= of today’s society has nurtured 
the growth of a more professional and 
skilled approach to the problem of 
proper planning and safeguarding of 
financial estates. As estate planning en- 
ters into maturity, there is a greater 
need amongst the various professional 
and business skills, such as the legal 
and accounting profession, banking, life 
insurance, investment business and other 
allied groups promoting investments of 
all-types, for integrating skills and co- 
operating to a common end. Through 
this medium the economy can be guar- 
anteed of the preservation and useful 
employment of private capital. 

Being oriented in the law, naturally | 
feel that the lawyer plays a most im- 
portant role in the development of the 
estate plan and his contributions inval- 
uable. Unfortunately, there has been an 
attempt to thwart the good work of fi- 
nancial planning by local bar groups, 
because of the complaint of unauthor- 
ized practice of law. It is to the benefit 
of all concerned that each group com- 
prehend and respect the part the other 
plays in the development of the finan- 
cial plan. Lawyers, as a group, must put 
away prejudices, which sometime arise 
as a result of misunderstanding and 
limited vision, and prepare themselves 
to enter into the arena and perform the 
job for which they are trained. 

The one field of law that is sometimes 
thought to be rather negative in its ap- 
proach, and for that reason shunned by 
younger men, is the branch of law deal- 
ing with debtor’s rehabilitation and 
bankruptcy. While bankruptcy does 
center around the financially sick, it is 
through this medium that the lawyer 
learns to apply “retrospective method” 
and begins to analyze the factors that lead 
to insolvency and bankruptcy. At the 
same time, he can finger the weaknesses 
that might have been cured if proper 
planning had been applied in time. The 
incipient stages of any business venture 


Based on address to Estate Planning Council of 
Washington, D. C. 
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of Business and Professional Skills 


RICHARD A. BISHOP 
Wrape & Hernly, Washington, D. C. 


are obviously the important ones, and 
it is at this time that the cancer of 
financial failure occurs — proper plan- 
ning is a must at this point. 

While domestic matters are too often 
eschewed by practicing lawyers, and 
many times left in the hands of the un- 
trained or opportunists, problems in this 
area are powerful and latent forces in 
the background of every estate plan. 
The lawyer who understands the full 
impact of divorce and split homes has 
an invaluable source of knowledge to 
bring into the financial planning circle. 
He will be cognizant of the need for 
legal instruments that will prevent an 
erring spouse from attempting to split 
away important and valuable assets. He 
will understand the state’s position re- 
garding marriage — that it has a third- 
party interest in every marriage, and 
for that reason can step in and with- 
draw children from the custody of the 
natural parent, if the latter not be fit 
to carry on the duties of a parent and 
natural guardian. 

There are more obvious fields of the 
law that have important bearing in the 
estate and financial planning concept — 
to mention a few, corporation law, real 
property principles, the law of trusts, 
and wills and decedent’s estate, and of 
course, taxation, which is the crux of 
planning. 

It is requisite that the person respon- 
sible for unification of the estate plan- 
ning team have enough experience and 
appreciation of the professions involved. 
The team of skilled experts may not be 
assembled at one time, in formal dis- 
cussion. However, that does not lessen 
the need for team work which comes 
only when all parties to the plan are 
aware of the other’s contribution and 
effectiveness. 


The Human Side of Planning 


The greatest need in working out the 
problems in estate and financial plan- 
ning is to keep in mind the human fac- 
tor. If the plan was devoid of human 
activity, then it would be inert, and the 


decisions would be perfunctory. That is 
not the case! In every situation lives are 
being directly affected by the decisions 
of the planners and experts. 

It is a mild understatement to say that 
man is a non-logical being, but abso- 
lutely true. No matter how controlled, 
how learned any one person may be, 
he is still subject to emotions and preju- 
dices which many times override the 
most logical answer available. There- 
fore, when the client is shown a plan or 
solution which guarantees him absolute 
protection from the vagaries of the 
cyclic, and sometimes impulsive, re- 
sponse of the economy to certain con- 
ditions, it is not hard to understand 
why he may refuse to adopt such a plan. 
Living more by emotion than logic, he 
is constantly fearful of radical changes 
that might even disturb a well-devised 
plan. 

These non-logical responses are made 
manifest in a variety of ways. For ex- 
ample a man might feel a real attach- 
ment to certain properties, and because 
of that unexplainable attachment, refuse 
to rid himself or his estate of it, even 
though it might represent an absolute 
wasting asset. We are all familiar with 
the personal animosities that people 
generate towards one another, some- 
times to people closest to them, and 
thereby refuse to make arrangements 
that would be satisfactory to all con- 
cerned. They might do this even though 
the estate may later suffer irreparable 
loss as a result of long and bitter liti- 
gation. Many other pertinent examples 
could be cited. There is no pat answer, 
but it does suggest that diplomacy is 
needed, and we find that psychology is 
a necessary requisite in handling such 
cases. 


Client-Advisor Relationship 


At any time we prepare to launch 
forth in a relationship with a client, I 
believe it a pre-requisite that we under- 
stand the extremely confidential rela- 
tionship that exists between client-at- 
torney, doctor, minister, or any other 
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trusted advisor. The least breach of this 
relationship is not only grounds for sev- 
erance of the relationship, but can be- 
come immediate grounds for a suit for 
civil damages. Certainly, we would not 
have it any other way. 

By the same token, since this rela- 
tionship is so personal, the right always 
exists in the client to discharge a per- 
sonal advisor with or without apparent 
cause. This must be so, in order that a 
person will have absolute protection as 
far as personal affairs are concerned, 
and the agent-advisor must deal with 
the problems with sincerity, circum- 
spectness and always within the ambit 
of the agency. This last point is import- 
ant, because the agent or attorney 
(which means agent) might become 
overzealous in attempting to persuade 
the client to adopt a certain course of 
action, thereby attempting to seize con- 
trol of the reins. This is the quickest 
way to “splendid isolation” in the pro- 
fessional world. No lawyer has the 
right to make decisions for a client, and 
if he so much as attempts to so induce 
the client, he is subject to being fired 
on the spot. Champerty and mainte- 
nance laws are always a threat to the 
attorney who induces a client to bring 
unwarranted legal action. 

If we only reflect on this a little bit, 
we become convinced that the client, 
who is the principal actor, must be the 
one to -finally decide on a course of 
action. 

Abuses of confidential relationships 
abound in legal annals. | am reminded 
of one of the most aggravated cases of 
“feathering-ones-nest.”. A case in which 
I became involved concerned a dece- 
dent’s estate valued at better than two 
and one-half million dollars. The prin- 
cipal fiduciary was a bank, acting as 
trustee-executor. This institution, and 
its predecessor had been representing 
this person for many years. The client’s 
assets were held in an agency account, 
administered by its trust department. In 
the last years of the decedent’s life, a 
final will, approximately the fifth drawn 
and executed, and a subsequent codicil, 
gave the bank practically complete pow- 
er over this estate forever, since some- 
one in the bank’s employ presumably 
had persuaded the decedent, prior to 
death, to leave the estate to certain 
named charities, none of which had 
been important to the decedent during 
life. When a caveat was filed, and after 
discovery proceedings were underway, 
it was uncovered that this ostensibly 
fine old bank, through its several trust- 
ed officers, had not only suffered to 
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exist, but actually was guilty of per- 
forming the feat of allowing between 
fifty and one hundred fifty thousand 
dollars to remain in a non-interest bear- 
checking account. The statements were 
noted to be sent to the trust department, 
and this continued for fifteen years at 
least prior to the decedent’s demise. I 
know also of cases where individual 
lawyer’s careers have been ruined as a 
result of lesser offenses. 


The Use of Man’s Bounty 


If we look to the Bible and modern 
day Christian concepts, we find that 


productive labor is the epitome of good 
stewardship. This concept has long been 
invoked by theologians, In an article 
“Can the Businessman Apply Christian- 
ity?” (Harvard Business Review, Sept.- 
Oct., 1957) Harold L. Johnson, had 


this to say: 


This concept of Christian steward- 
ship provides part of the religious 
underpinnings for the philosophy of 
“social responsibility” that many busi- 
ness men espouse. This approach to 
business affairs requires managers to 
weigh the impact of their policies on 
the many interested groups, including 
the community at large, which are 
affected by the enterprise. The stew- 
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soeak your language 


The Connecticut Bank and Trust Company 
has a high regard for life insurance as a vital 
element in setting up any estate. Like you, we 
are interested in your client’s welfare. 

We know that adequate, carefully planned 
life insurance is essential to real security for 
any man’s family and his business. And we are 
ready to work in close cooperation with you in 
the interest of better insurance planning. 

So if we can be of help, please call on us. 
Remember, we speak your language. 


The 


Connecticut Bank 
AND TRUST COMPANY 


30 Offices—serving 21 Connecticut Communities 
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ardship concept ties this “balancing 
of interests” to responsibility to God 
and, as a consequence of that re- 
sponsibility, also to fellow man, 


Starting from that base, it is easy to 
demonstrate that the work we are con- 
sidering here — estate and financial 
planning — have a proper orientation, 
and to no one is an apology owed. In 
fact, if we look closely, we begin to 
realize the great impact planning has, 
is presently having, and will have on 
our democratic society. 

Part of the requirement of good 
stewardship is that of proper utilization 
of God’s bounty. To properly interpret 
our obligation, it is necessary that the 
asset, or bounty, be properly marshalled 
and used in the most provident way. So 
it is proper that we proceed in an order- 
ly way to a creative goal. Speaking of 
creativeness, Abram T. Collier made 
this cogent observation: 


“Our great capacity — limited and 
crude as it is — to work together, to 
talk things out, to believe in the face 
of frustration and defeat that to- 
gether, we have creative powers far 
exceeding the forces of destruction 
and despair.’’* 


*“Faith in a Creative Society,’”’ Harvard Business 
Review, May-June, 1957. 


In our present day society, with the 
destructive tax structure facing us and 
the other burden of large central gov- 
ernment, it is not hard to understand 
the giving-in to despair. 

To justify the use of the bounty we 
have been discussing it becomes import- 
ant that we consider, in the planning 
phase, the best possible use of equity 
capital, and prevent its rapid erosion by 
the destructive forces of confiscatory 
taxation, and the out-and-out misuse of 
money and wealth that is caused by in- 
experience. As stewards we are charged 
with the job of conservation of assets 
in order that they be properly funneled 
into areas where such capital is needed. 

Coupled with the duty of conserva- 
tion, is the need for creating incentives 
in those persons who are the possessors 
of such private wealth. These people 
should be helped to realize their respon- 
sibility to society (an economic noblesse 
oblige), and where they are capable of 
productive work, this should be encour- 
aged in the planning stage, rather than 
left unsaid. Plans become alive when 
they have fired the imagination of 
people for whom they are designed, and 
cause these people to generate further 
constructive contribution. 








investors. 


Operation with such clients. 
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Investment 
Advisory Service 


BROWN BROTHERS HARRIMAN & Co. has served for many 
years as investment adviser to a substantial group of clients 
throughout the United States. 


Our staff includes specialists experienced in the invest- 
ment problems confronting trustees and other institutional 


We welcome inquiries regarding our program of co- 
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59 Wall Street, New York 5 


PHILADELPHIA 


BOSTON 














798 


An attorney formerly on the staff of 
the Department of Justice, who had ex- 
perience trying “thin corporation” and 
“holding company” cases, once advised 
me that a real defense to the charge of 
a holding company is a showing that 
the principal stockholder has _ been 
caused to make a real contribution to 
the business world — that he is not 
merely a stake-holder in an investment 
trust. | have had the experience of see- 
ing this actually take place, and the 
metamorphosis of the individual in- 
volved was quite amazing. 

What I have said may be self-evident 
and rather elementary to the sophisti- 
cated, But it is sometimes well for all 
of us to reflect on that which is too 
obvious. It is the obvious things that 
often escape us. In our world of today 
we abhor simplification, either by de- 
sign or because of our false belief that 
the complicated is here to stay. I like 
to think that the real truths of this life 
are found in fairly simple and uncom- 
plicated places. The people we are serv- 
ing are forged from a similar mold, so 
these truths apply to them as well as to 
us. On the other hand, we cannot di- 
vorce ourselves from the tedium of hard 
work. As one little aphorism puts it 
“the only place success preceded work 
is in the dictionary.” In working, we 
cannot be overwhelmed by the import- 
ance of any one idea, and we must al- 
ways keep in mind that the client is the 
final arbiter and selector of any plan of 
action. To make the client enthusiastic 
regarding the plan we have developed 
in concert, we must deal with him sin- 
cerely and in the most impeccable way. 
With pressure off, and confidence high, 
the team of planners should find their 
services in use for many years to come, 
and becoming increasingly important to 
an acquisitive and progressive demo- 
cratic economy. 


A A <A 
Will Creates Akron Foundation 


A charitable foundation with esti- 
mated principal of more than $7 million 
is being established in Akron with funds 
from the estate of the late Mrs. Lois S. 
McFawn. The foundation will be admin- 
istered through the trust department of 
the Cleveland Trust Co., with executives 
of First National Bank of Akron helping 
to select the beneficiaries and assisting 
with other details of the trust. Money for 
the foundation stems from the McFawn 
family interests in the Firestone Tire & 
Rubber Co. and forms the largest fund 
of its kind ever established in the Akron 
area. 
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... are serious matters, too... that’s why so many attorneys turn to the 
Trust Department of The Chase Manhattan Bank for assistance in planning 
estates, trusts, or escrows. You’ll always find The Chase Manhattan cooper- 
ative and helpful, and hundreds of attorneys each year enjoy close working 
relationships with the bank’s trust officers. Why don’t you talk to the people 
at The Chase Manhattan? 


THE CHASE MANHATTAN BANK 


CHARTERED IN 1799 


Head Office: New York 15, N. Y. 


Member Federal Deposit Insurance Corporation 
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USE OF SHORT-TERM TRUSTS 
in en PD lanning 


N ATTEMPT WILL BE MADE HERE TO 
A explore the use of short-term trusts 
in areas which have been either over- 
looked or underemphasized. Fundamen- 
tal knowledge of the rules of the tax laws 
applicable to short-term trusts will be 
more or less assumed. 

Since short-term trusts are generally 
thought of as avenues for reduction of 
income taxes by diversion of income 
from high to low bracket taxpayers, 
their usefulness as estate tax planning 
tools is largely overlooked. 

The first and most obvious, but fre- 
quently overlooked, use is for the pur- 
pose of reducing ultimate estate tax li- 
ability by inhibiting unnecessary and 
costly growth of the estate of the grant- 
or, for it must not be forgotten that the 
after-tax dollar accumulated by the high 
‘bracket taxpayer will bear an estate tax 
before reaching the children or other ul- 
timate takers. For example, a dollar of 
income to a taxpayer in the 60% bracket 
becomes 40 cents after income tax 
whereas such a dollar, diverted into a 
term trust for a taxpayer in the 20% 
bracket leaves 80 cents after income tax 
and this 40 cent differential is usually 
given as the measure of savings in tax 
by use of the trust. 

If, however, the 40 cents left to the 
high bracket taxpayer is also subjected 
to an estate tax of 30% upon his death 
then it shrinks to 28 cents in the hands 
of the ultimate taker so the real differen- 
tial as far as the ultimate taker is con- 
cerned is 52 cents instead of 40 cents. If 
the grantor of the trust were in a very 
high estate tax bracket and the benefici- 
ary in a relative high income bracket the 
estate tax savings could conceivably 
eclipse those of the income tax. The 
same result could, of course, be accom- 
plished by an inter vivos trust with no 
reversion to the grantor, but only at a 
considerably higher gift tax cost because 
the corpus of such a trust would be 
taxed at its full market value rather than 
at the actuarial value of the income 
right, which is the measure of the trust’s 
value for gift tax purposes. 


00 


WILLIAM N. GREENE 
Member of the Los Angeles Bar 





This is a current version of a paper 
presented at the annual Tax Forum 
sponsored last May by Title Insurance 
and Trust Company of Los Angeles, in 
that city as well as San Diego, and is 
published with its permission. 











Gift Tax Elements 


Suppose, however, that the grantor is 
willing to incur the greater gift tax in 
order to remove the value of the rever- 
sion from his estate. Consider then the 
advantage of utilizing a term trust for 
certain beneficiaries with a remainder 
over to another or other beneficiaries as 
a means for reducing both gift and es- 
tate taxes. 

For example, Grandparents desire to 
make a gift to son, who is in a fairly 
high income tax bracket. Son has three 
children who have no income. Instead of 
making an outright gift which would be 
taxed at 100% of value and increase his 
already high income, consider the ad- 
vantage of creating a ten-year trust for 
the three grandchildren with the remain- 
der over to son. If the actuarial value of 
the income rights of the children is kept 
below $18,000, then only 70% (approxi- 
mately)’ of the value of the corpus 
would be subject to gift tax and Grand- 
parents will have removed assets from 
their estate which would have been val- 
ued for estate tax purposes at 100% at 
a value for gift tax purposes of 70%, 
and at rates which are only 75% of es- 
tate tax rates (further advantage might 
lie in the differential in rates caused by 
taking property out of higher estate tax 
brackets into lower gift tax brackets). 
This is due to the fact that the income 
rights of the grandchildren can be made 
“present interests” and therefore qualify 
for the annual exclusion of $3,000 for 
each donor per donee” for a total ex- 
cluded value of $18,000. A gift of prop- 
erty worth $60,000 into such a trust 
would be subject to gift tax on a value 
of only $42,000 since the value of the in- 
come right (approximately 30% on such 


1Treas. Reg. 20.2031-7. 
2I.R.C. of 1904 2053(b). 


a right for ten years) was $18,000 and 
not subject to tax. 

The situation could, of course, be re- 
versed and the son be made the income 
beneficiary and grandchildren the re- 
maindermen, which would have the ad- 
vantage of avoiding estate tax in the es- 
tate of the son. It would have the disad- 
vantage, however, of subjecting $54,000 
to gift tax because only one annual ex- 
clusion could be used by each for the 
son, so the taxable gift to him would be 
$12,000, and that to the grandchildren 
$42,000. He would also be in a higher 


income tax bracket. 


Where Charity Is Involved 


A somewhat similar use for estate and 
gift tax purposes could be made of such 
a trust by transferring property into a 
trust for a recognized charity for per- 
haps ten years® with a remainder over to 
a child or grandchild. The grantor 
would get the same gift and estate treat- 
ment as in the foregoing illustration, i.e., 
removal of 100% of value from estate at 
70% of value for gift tax purposes. In 
addition, since the gift over to children 
is a remainder rather than the reversion 
referred to in the statute,* the grantor 
would get an income tax deduction for 
the actuarial value (30%) of the income 
right to charity. 

The situation could, of course, be re- 
versed with the grantor retaining the in- 
come for a term of years with a remain- 
der over to charity. In this case the en- 
tire value, as before, would be excluded 
from his estate and he would get an in- 
come tax deduction in the year of crea- 
tion of the trust for the actuarial value 
of the remainder (approximately 70%). 
This type of arrangement is not as com- 
mon as the preceding one but would ap- 
pear to be particularly desirable in cases 

Under I.R.C. 673(b) if the trust is for the bene- 
fit of a charity and is for more than two years the 
income is not taxable to the grantor but deductibility 
as a contribution is governed by other sections. See 
footnote 4 infra. 

41.R.C. 170(b)(1)(D) denies deduction for the 
value of any interest in property transferred after 
March 9, 1954, to a trust if the grantor has a rever- 


sionary interest, having an actuarial value in excess 
of 5% of the value of the property. 
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where the grantor desires current income 
rather than future income as in cases 
when future obligations are expected to 
be smaller or future income larger as a 
result of, for example, an anticipated 
future inheritance, deferred compensa- 
tion, annuity, etc. 

Care should be taken in these trusts 
for charity that the limit on deductible 
contributions is not exceeded.® This can 
be accomplished by calculating the de- 
ductible amounts annually and creating 
identical trusts annually in appropriate 
amounts. Presumably administrative dif- 
ficulties caused by such multiplicity 
could be minimized by proper drafting 
allowing for common administration and 
other aids. 


Income Tax and Support 


More common applications of short- 
term trusts are usually made for the pur- 
pose of accomplishing income tax sav- 
ing. Before creating a trust for such a 
purpose the potential saving should be 
weighed carefully against the possible 
gift tax liability by reason of the trans- 
fer in trust (which can, of course, be 
avoided or minimized by limiting the 
size of the gift and by qualifying as a 
present interest). Also to be considered 
before creation is the potential loss to 
the grantor of an exemption for a de- 
pendent. This is not a particular prob- 
lem where the beneficiary is under nine- 
teen or attending college or is not a 
qualified dependent, but could be a fac- 
tor in the case of other relatives who 
might qualify as dependents.® 

In planning, the question of use of in- 
come for support of a dependent bene- 
ficiary (which would make it taxable to 
the grantor) almost invariably arises in 
the form of a question from the poten- 
tial grantor as to whether it can be so 
used in case of necessity. Actually, this 
should be no stumbling block because 
it would appear that almost any circum- 
stances which would require the use of 
the income for support would probably 
mean that the grantor was in ‘such an 
income tax bracket as to make relative 
tax rates no problem and the benefici- 
ary’s support could just as easily come 
from the trust as from other funds of the 
grantor. In the meanwhile the tax advan- 
tages would have been gained during 
whatever period such use for support 
was not required. 

It would also appear that trust “in- 
come” must at some point lose its char- 
acter as “income” and become “princi- 
pal” belonging to and in the exclusive 
control of the beneficiary. Funds in the 





“L.R.C. 170(b). 
°LR.C. 151(e) and 152. 
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hands of the beneficiary representing 
prior income distributions could appar- 
ently be used for any purpose by the 
owner-beneficiary.* Obviously, this could 
not be by any prior arrangement or 
agreement because the moneys would 
then never be the exclusive property of 
the individual beneficiary. 


Treas. Regs. 1.677(b)-1(b) reads in part as fol- 
lows: “If income of the current year of the trust is 
actually so applied or distributed the grantor may be 
treated as the owner of any portion of the trust un- 
der Section 677 to that extent, even though it might 
have been applied for other purposes” (emphasis 
supplied). See also Morgan v. Comm., 2 T.C. 510 
(acq.) wherein court held grantor not taxable on in- 
come payable to a beneficiary husband without re- 
striction as to use even though he might thereafter 
voluntarily use it for benefit of grantor. 


Furthermore, the question of what 
constitutes “support” (which is deter- 
mined under local law — as well as the 
persons to whom the obligation is owed) 
is not subject to a precise answer and in 
borderline cases the use of funds for 
such purposes might be acceptable to the 
taxpayer on the basis of a calculated 
risk. 

There are, of course, many cases 
where such trusts may be used for sup- 
port of persons not dependent on the 
grantor for support but to whom he feels 
he owes a moral obligation, as, for ex- 
ample, distant relatives, foster or god- 
parents, former employees, etc. In such 
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cases there is no problem as to loss of 
dependent, and the only real tax ques- 
tion seems to be in the weighing of pos- 
sible gift taxes against income tax sav- 
ing. Otherwise, such trusts appear to be 
an ideal vehicle for such purposes. 

Another possibility, seemingly over- 
looked, is the use of term trusts for 
diverting income to nonprofit organiza- 
tions (to which contributions are not 
deductible) , whether incorporated or un- 
incorporated, (which, however, may be 
the beneficiary of a trust) such as a 
social club or college fraternity. A tax- 
payer in a 50% bracket accustomed to 
making an annual gift to such an organ- 
ization, of say one dollar must earn two 
in order to make the gift. By use of the 
trust device only one dollar of income is 
required since the organization pays no 
tax. The grantor will then have made the 
desired gift of one dollar and will still 
have a half dollar left after taxes. 


What to Use for Trust? 


Many may say that all these things 
are fine, but in many cases a man with a 
large income has no income-producing 
property to place in trust. At least two 
answers are possible. One is to convert 
a non-income producing asset into an 
income producing one. A typical exam- 
ple might be the borrowing against cash 
values in life insurance policies or other 
such assets and their use to acquire in- 
come-producing assets. Another possibil- 
ity might be where a physician or busi- 
ness man owns or has an equity in prop- 
erty occupied by his profession or busi- 
ness. Such property might be placed in a 
term trust for the benefit of his children, 
leased back to the business, and, while 
the question is not free from doubt, it 
appears that the rent would be deduct- 
ible to the grantor and, by reason of its 
distribution from the trust to the benefi- 
ciaries as income, taxable to them. 

In two cases, Skemp and Brown,’ simi- 
lar situations were involved, although 
the precise question was as to the de- 
ductibility of rent paid by the grantor, 
and it was held that the rent paid was 
deductible by the grantor. Although the 
court carefully noted that it was consid- 
ering only the deductibility and not the 
possible attribution of income to the 
grantor under the Clifford rules or other- 
wise, nothing appears in the Code that 
would necessarily tax such income to the 
grantor, nor prevent its being taxed to 
the beneficiaries. 

The Tax Court in the Felix® case has 
indicated that it would follow Skemp 





8Skemp v. Comm. (CA-7) 168 F. 2d 598; Helen 
Brown v. Comm. (CA-3) 180 F. 2d 926 cert. den. 
340 U.S. 814. 

®Felix v. Comm., 21 T.C. 794 (nonacq.). 


and Brown in similar cases, but the In- 
ternal Revenue Service has by its non- 
acquiescence in Felix and two of its rul- 
ings’? indicated that it will not follow 
Skemp so the taxpayer attempting such 
a step can expect it to be challenged. The 
Kirschenmann" case involving rentals 
paid to a guardian for a child of the 
grantor held them not deductible. Skemp 
was not repudiated but was distin- 
guished on the grounds that the rentals 
in Skemp were reasonable in amount, 


while those in Kirschenmann were un- 
reasonable. 


Based on the cases distinguishing 
Skemp and Brown, it would appear that 
a taxpayer taking such a course should 
convey the property to an independent 
trustee, pay only a reasonable rent, if 
possible make the lease not co-terminous 
with the trust, and if possible not have a 
concurrent agreement to lease back. 


New Asset 


Another answer is to create a new in- 
come-producing asset. Generally, a tax- 
payer with such an income is an excel- 
lent credit risk. Perhaps he could, by 
reason of such credit, secure with mini- 
mum initial investment a piece of in- 
come property and transfer it subject to 
the mortgage to a trust for his children. 
The trustee would, of course, make the 
mortgage payments each month, which 
presumably would constitute income to 
the grantor because it relieves him of an 
obligation by reason of reduction of in- 
debtedness on the property which is to 
revert to him. The income in excess of 
mortgage payments would go to the 
beneficiaries. If the trust were properly 
drawn, the grantor would be entitled to 
a deduction for depreciation and pre- 
sumably interest on the loan, which 
would probably largely offset his income 
from the property. An interesting ques- 
tion might be presented if the deprecia- 
tion deductions were in excess of the in- 
come attributable to the grantor. 


In some cases a grantor may have 
property which is currently producing 
“tax-free” income as, for example, rent 
from depreciable property. In such a 
case, the dollar receipts are offset in part 
by depreciation and the grantor is reluc- 
tant to part with such an asset. Under 
existing Regulations!* the deduction for 
depreciation may be allocated between 

(Continued on page 838) 

1oRev. Rul. 54-9, 1954-1 CB 20, as modified by Rev. 

Rul. 57-315, 1957-2 CB 624. Under these rulings the 


Treasury will insist that there is a completed gift for 
gift tax purposes even though attributing income to 
the grantor. 

Kirschenmann, (CA-9), 225 F. 2d 69, cert. den. 
350 U.S. 834. 

12Treas. Regs. 1.642(e)-(1); Treas. Regs. 1.611-1 
(c) (4); Treas. Regs. 1.167(g)-1(b). 
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Tax Considerations Affecting 
Securities* 


Although our Trust Department re- 
cently converted to a fully automatic ac- 
counting system, our tax records are re- 
corded manually from the daily transac- 
tion tickets and are maintained currently, 
with acquisition dates, certificate num- 
bers, methods of acquisition, and they 
show adjustments for stock dividends, 
splits and rights. Concurrently, sales are 
recorded daily, so that on any given 
date the Tax Unit is in a position to 
know the picture as to gains and losses 
of all trust accounts. Weekly, this infor- 
mation is given to our Trust Review 
Committee for those accounts being re- 
viewed, in order that they may make the 
determination as to whether it would be 
advantageous to make further sales to 
offset gains, or sell at a profit to offset 
losses. 

Much tax planning is based on the 
special rules governing capital gains and 
losses, and one of the important things 
to watch, particularly, in the last months 
of the year, is the making of sales in 
such a manner and at such time as to 

*Remarks of Mildred E. Foy, trust officer, Riggs 
National Bank of Washington, D. C., before Re- 


gional Conference of National Association of Bank 
Women. 





result in the greatest tax benefit. If a 
contract to sell is entered into on or be- 
fore December 31st and payment is not 
received until January of the next year, 
a loss is deductible in the current year. 
There are two advantages to this. First, 
to offset current gains, and second, in 
the event there is a net loss from all 
sales, $1,000 of such loss may be used 
to offset ordinary taxable income, and 
the balance, if any, may be carried for- 
ward for the next succeeding five years. 
On the other hand, gains on securities 
sold at the end of the year are taxable 
in the year when the cash is actually re- 
ceived. Towards the end of the year, our 
Tax Unit prepares a list for the Invest- 
ment Unit and Trust Administrative Of- 
ficers of all accounts where there have 
been substantial gains or losses. Thus, 
they are able to determine whether to 
make offsetting sales, and also are fore- 
warned of the potential tax should such 
offsetting sales not be made. 

Certain securities carry special tax 
benefits, as far as income is concerned. 
Interest on municipal bonds is exempt 
from Federal income tax. However, 
when municipal bonds are purchased at 
a premium, it must be amortized over 
the life of the bond and when it is sold 
the cost base is reduced accordingly. 
Some of our customers have purposely 
sold municipal bonds to take a tax loss, 
but overlooked the amortization feature, 
and actually ended up with a tax gain. 


Some dividends are partly or wholly 
nontaxable, such as those paid by a nat- 
ural resource company. These dividends, 
although excluded from income when re- 
ceived, must also reduce the cost basis, 
and thus become subject to a capital 
gains tax when the stock is sold. 


A A A 
e Trust department gross earnings of 


88 state banks and trust companies of 
Maryland totalled $5,280,681 in 1959. 


“An Estate Plan for You”’ 


Estate planning was likened to play- 
ing the game of chess in a talk entitled 
“An Estate Plan For You,” prepared by 
Courtney Crawford, assistant trust off- 
cer, Tompkins County Trust Co., Ithaca, 
N. Y., for the 1959 Trust New Business 
School of the Trust Division of the New 
York State Bankers Association. 

Adjudged the best of the prepared 
talks that year, this presentation first 
discusses the various elements in the 
estate and afterwards the “tools and 
strategems available for playing” this 
real life game. All the property must 
be included, whether jointly or solely 
owned and including insurance policies. 
Realistic values must be assumed be- 
cause of the tax liabilities. “Many an 
otherwise well-planned estate has been 
upset and brought to ruin,” Mr. Craw- 
ford said, “because the business inter- 
ests of the planner were undervalued.” 

Under “Tools and Stratagems” Mr. 
Crawford discussed the need to provide 
means of raising adequate cash, the 
marital deduction, the use of trusts, the 
use of insurance and the rearrangement 
of assets. This may involve substituting 
in some cases more easily disposable 
assets, making charitable gifts or gifts 
to members of the family prior to death, 
and the possibility of using trusts. 

In the field of Draftsmanship, the 
speaker pointed out the need for both 
an estate plan and a will — not just the 
latter alone. He spoke of the services 
of the several members of the estate 
planning team, and the need for getting 
the advice of the executor at least, if 
the others have not been called in. Par- 
ticularly he recommended inclusion of 
sufficiently wide powers for the executor 
and trustee to operate a going business 
if that is an asset in the estate. He spoke 
also of the part played by business in- 
surance in permitting orderly manage- 
ment of a closely held corporation. 
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THE Nort-So-Stopcy 
EvLectric UTILITIES 


Public utility common stocks have 
long been considered among the most 
conservative of investment media. For 
years, investment managers, faced with 
portfolios where safety of principal was 
the major concern, yet where there was 
some desire to improve yield and gain 
inflation protection, make their first ten- 
tative plunge into equities via judicious 
purchases of selected electric utility com- 
mons. 


A comparison of Standard & Poor’s 
425-Industrial Stock Index and the 50- 
Utility Stock Index since the beginning 
of the bull market in 1949, produces 
some rather interesting comparisons. 
For the first part of the market, the utili- 
ties tended to act exactly like the con- 
servative investment media they were 
supposed to be. From the 1949 low to 
their 1953 high, the industrials advanced 
104% vs. a 59% rise in the utilities. As 
could be expected, the power producers 
declined slightly less in 1953 but this 
was hardly compensation for the fact 
that from 1953 to 1956 they advanced 
only 52% while the industrials moved 
up 135%. 

Starting in 1956, however, a tremen- 
dous change took place. In the 1956-57 
decline, the utilities showed their usual 
defensive characteristics, declining only 
15% while the industrial average 
dropped off 21%. However, on the sub- 
sequent rise to the middle of 1959, the 
performance of the utility index bettered 
that of the industrials with a 57% rise 
vs. one of 55%. In 1960, only a 4% de- 
cline was registered by the utility index 
vs. a 13% decline for the industrials, 
and from their 1960 low both indices 
have advanced 14% to date. The upshot 
of all this is that the industrials at cur- 
rent prices are some 22% above their 
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1956 high. The utilities, however, are 
47% above the same peak. 


Thus the prudent investor in utility 
stocks, aiming largely at conservation of 
capital, has, over the past few years, in 
many cases achieved capital growth as 
great as or greater than that achieved by 
the more aggressive common stock buy- 
er. Public utility commons, in short, 
have proved excellent holdings. 


To ascertain whether or not this trend 
will continue it is necessary to examine 
some of the probable reasons for the 
apparent investor switch to utilities 
which has characterized the market over 
the past four years. It is, I believe, no 
coincidence that this period also saw the 
rise to prominence of a number of the- 
ories of common stock purchase based 
largely on growth prospects. These the- 
ories are numerous and varied and many 
of them rival the theory of relativity in 
mathematical complexity. All, however, 
have the common denominator of mak- 
ing the price/earnings ratio applied to a 
particular stock a direct function of a 
projected future annual growth rate. Un- 
der these theories, no price/earnings ra- 
tio can be too high as long as it can be 
justified by a high enough growth rate 
which can be reasonably projected into 
the future. 

Let us then consider the public utility 
industry in the light of this method of 
common stock valuation. The industry’s 
first important characteristic is its ob- 
vious growth. In the years 1949 to 1959, 
installed capacity of privately owned 
electric utilities has more than tripled. 
Production of private utilities in kilo- 
watt hours has increased 133%. This 
growth has been the product of a num- 
ber of factors. Industrial use of electri- 
city has, of course, expanded in line with 
industrial activity. The greatest growth, 
however, has been in residential sales 
which have just about tripled in the past 
ten years. This increase is due to (1) an 
expanding population, and (2) much 
more important, a greatly expanded use 
of electricity by the average residential 
consumer as more electrical appliances 
become commonplace in the home. This, 
incidentally, is a trend which shows no 
signs of abating. 

The utility industry, therefore, is a 
growing one. A second important char- 
acteristic, well known to every investor, 
is that it is a regulated industry. The 
negative aspects of this regulation are 
well known. Too little attention, especial- 





ly on the part of investors, has been paid 
to the positive aspects. 

The intricacies of regulatory policy as 
practiced by various public utility com- 
missions have been the subject of 
lengthy volumes far too complex to dis- 
cuss here. It is, however, safe to say that 
the guiding principle of regulation is 
that the individual utility should be per- 
mitted to earn a fair return on its invest- 
ment in plants devoted to the public 
service. As those familiar with the indus- 
try well know, the concept of what con- 
stitutes a fair return on investment in 
the eyes of regulatory bodies varies 
widely from state to state. There is also 
a variance between the states as to 
whether plant should be valued at orig- 
inal cost or replacement value. Although 
many individual exceptions can be cited, 
it is also true that many public utilities 
have, under the fair return policy, been 
able to bring all or almost all of their 
growth in power sales down to net in- 
come in the past decade. This is an abil- 
ity which any industrial company can 
well envy — as a glance at profit mar- 
gins for the average industrial over the 
past ten years indicates. 

The third important characteristic of 
the industry is that, because of its regu- 
latory shelter and non-cyclical character- 
istics, it can afford to take advantage of 
leverage to a far greater extent than can 
the average industrial company. In most 
cases, around two-thirds of total capital- 
ization consists of debt and preferred 
stock. The advantages of this leverage in 
an industry where sales are growing and 
profit margins are being maintained is 
obvious, and it is this leverage that has 
produced a large portion of the increase 
in per-share earnings in the industry 
over the past ten years. 

And, indeed, earnings have increased ; 
the rise in utility common prices since 
1949 has not been in the least ephemeral. 
The table shows the growth in adjusted 
per-share earnings of five selected utili- 
ties ranging from “super-growth” issues 
such as Florida Power & Light and 
Texas Utilities, through average compa- 
nies such as Pacific Gas & Electric and 
Illinois Power to the supposedly stable 
Consolidated Edison. For comparison, 
growth in per-share earnings for the 
same period for four selected industrial 
companies, all favorites of the conserva- 
tive investor, are given. These companies 
include rapid growth issues like Interna- 
tional Business Machines, and _ issues 
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INTERNATIONAL 
SHOE 
| COMPANY 
St. Louis 
198 
CONSECUTIVE DIVIDEND 
Common Stock 
A quarterly dividend of 45¢ per 
share payable on October 1, 
1960 to stockholders of record 
at the close of business Sep- 
tember 12, 1960, was declared 
by the Board of Directors. 


ROBERT O. MONNIG 


Vice-President and Treasurer 


August 30, 1960 
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C CONTINENTAL 

zy CAN COMPANY, Inc. 

175th 

COMMON DIVIDEND 
A regular quarterly divi- 
dend of forty-five cents 
(45¢) per share on the 
common stock of this 
Company has been de- 
clared payable Septem- 
ber 15, 1960, to stock- 
holders of record at the 


close of business August 
22nd, 1960. 


63rd 
PREFERRED DIVIDEND 


A regular quarterly divi- 
dend of ninety-three 
and three-quarter cents 
($.9334) per share on the 
$3.75 cumulative pre- 
ferred stock of this Com- 
pany has been declared 
payable October 1, 1960, 
to stockholders of rec- 
ord at the close of busi- 
ness September 15, 1960. 


JOHN N. CARTY, 
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Treasurer 


with a more moderate growth trend such 
as Geriéral Electric, DuPont, and Inter- 
national Paper. 


TABLE I 

Earrings 

Per Share % 

1949 - 1959 = Increase 
Florida Pr. & Lt. $ .54 $1.93 257 
Texas Utilities 1.09 2.98 168 
Pacific G. & El. 2.02 3.70 88 
Illinois Pr. 152 2.70 78 
Con. Edison 2.22 3.92 17 
PSM 210 6.987 «6195 
Gen. Electric 1.45 3.19 120 
DuPont ae 452 892 97 
Int. Paper __. 5.70 6.21 9 


The comparison is interesting. Inter- 
national Business Machines’ growth has 
been surpassed by that of Florida Power 
& Light and General Electric’s growth 
has been surpassed by both the Florida 
Company and Texas Utilities. Average 
utility operations such as Pacific Gas & 
Electric and Illinois Power have almost 
equalled the growth of DuPont over the 
past ten years, and the “stable” Consoli- 
dated Edison has far surpassed Interna- 
tional Paper in terms of earnings in- 
crease. Yet as Table II shows, the power 
producers are not out of line from a 
price point of view in comparison with 
their industrial cousins. 

The Table lists the five utilities above 
together with current yields and P/E 
ratios based on curfent earnings as 
shown in Table I. This data is also given 
for the four industrial companies men- 
tioned in Table I. The next column gives 
a projection for 1964 earnings for each 


of the nine companies. These projections 
have been achieved by the very simple 
method of taking the trend of growth 
from 1949 to 1959 and extrapolating 
forward to 1964. Let it be said immedi. 
ately that no accuracy or sophistication 
is claimed for this method, but it does 
give validity for comparison purposes, 
It can also be said that the method is 
more valid for the utilities with their 
lesser vulnerability to competition and 
their record of well-maintained margins 
than it is for the industrials. 


Again the comparisons are interesting. 
Florida Power & Light, although selling 
at a record high of 32 times earnings 
and on a minuscule 114% yield basis, 
appears cheap in comparison with Inter- 
national Business Machines, although it 
has bettered IBM’s growth. The other 
three utilities are all cheaper, based on 
current earnings, than any of the indus- 
trials, except for the slow-growing In- 
ternational Paper. Nor are the utilities 
discounting growth. Florida Power & 
Light and Texas Utilities are selling in 
line with General Electric based on pos- 
sible 1964 earnings, and other utilities, 
based on 1964 earnings, are consider- 
ably cheaper. Consolidated Edison is 
selling for a lower price/1964 earnings 
ratio than International Paper, despite 
the fact that its earnings growth over 
the past ten years has been many times 
as fast. The conclusion of all this is that 
despite the fact that they have out-per- 
formed the industrials over the past four 


TABLE II 

Current Current Projected Price/1964 

Yield P/E Ratios 1964 Earn. Earnings 
Florida Pr. & Lt. ees 1.5 32.1 $3.60 17.2 
Texas Utilities _. eyes 2.3 28.3 4.80 17.3 
Pacific Gas & El. 3.8 18.4 5.10 13.3 
Illinois Power See 3.6 20.4 3.60 15.3 
Consol. Edison - aT 16.3 5.20 12.3 
Intern’] Bus Mach. 0.6 68.0 14.00 38.7 
General Electric .- ah 2.4 26.0 4.80 is 
DuPont ~— : 3.6 22.0 12.50 15.7 
International Paper 3.2 15.6 6.52 14.6 
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DIVIDEND NOTICE 
MIDDLE SOUTH UTILITIES, INC. 


The Board of Directors has this day de- 
clared a dividend of 25¢ per share on 





the Common Stock, payable October 1, 
1960, to steckholders of record at the 
close of business September 8, 1960. 
D. J. WINFIELD 
Treasurer 


SERVING THE MIDDLE SOUTH 
Arkansas Power & Light Company 
Louisiana Power & Light Company 
Mississippi Power & Light Company 
New Orleans Public Service Inc. 


August 19, 1960 





Utility service by tax-paying, 
publicly-regulated companies 
made this dividend possible. 
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years, utility stocks are not out of line 
when compared with the average indus- 
trial company, and, in many cases, good 
comparative values seem to exist. 

As a market analyst rather than a util- 
ity expert, I would hesitate to attempt to 
pinpoint attractive buys in the industry 
on a purely fundamental basis. However, 
a few comments on the utility average 
and on individual stocks, based on my 
technical work, appear in order. 

From a purely technical point of view, 
the utility average has reached the up- 
side objectives outlined by the triple bot- 
tom base in 1959. This is true of both 
the Dow Jones Average and Standard & 
Poor’s Utility Index. No distributional 
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Committee Recommends 
Increased Limit on 
Common Trust Funds 
In a letter to the Federal Reserve 
Board the Committee on Common Trust 
Funds of the A.B.A. Trust Division has 
submitted a recommendation for in- 
creases in the permitted investment limit 
for accounts participating in Common 
Trust Funds. No recommendation for a 
change in regulations has ever been pre- 
sented with such unanimity on the part 
of the banking industry, the Committee 

said. 

Under the modification recommended, 
funds of more than $2 million would be 
allowed to invest trust accounts up to 
5% of the assets of the fund, while 
Common Trust Funds of $2 million or 
less would continue under the present 
limit of $100,000 or 10% of the fund. 
whichever is less. 

In support of its recommendation the 
Committee had sent inquiries to 257 
banks and received answers from 194 
in 38 states and the District of Colum- 
bia. Of the 194 responding banks, 127 
favored complete removal of the in- 
vestment limitation and 24 more wanted 
the limit increased. 

The Committee noted that modifica- 
tion of the investment limit would per- 
mit more effective use of the Common 
Trust Fund, broadening the scope of 
trust administration for customers and 
reducing costs for banks. Hollis B. 
Pease, vice president, Hanover Bank, 
New York, and chairman of the Com- 
mittee, has indicated that letters from 
other banks show that the Federal Re- 
serve Board is following up the sug: 
gestion by making inquiries of its own. 
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WORLD TRADE MART MAY RISE AT WALL STREET 


Sketch shows great World Trade Center in downtown Manhattan’s financial and insurance 

area, under study by the Port of New York Authority. Center would concentrate business 

offices concerned with world trade, provide a central market place for foreign firms to 

offer their products and furnish a centralized source of information assisting businessmen 
of all nations. 





NATIONAL GYPSUM HIstTorY PUBLISHED 
FOR 35TH ANNIVERSARY 


In commemoration of the 35th anni- 
versary of National Gypsum Co. journal- 
ist Dean Richmond — who was given ac- 
cess to all pertinent information end 
records, has written the story of this 
20th century firm. He describes the man- 
ner in which the Company met crises 
and problems by emphasis on sales and 
continuous expansion. The book also 
demonstrates the tremendous part played 
by Melvin H. Baker, board chairman, 
in keeping the Company on this policy 
and making its operation successful. 
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Correspondents in principal cities throughout the United Statesand Canada 


UNDERWRITERS AND DISTRIBUTORS 
OF INVESTMENT SECURITIES 


DOMINICK & DOMINICK 


Members New York, American & Toronto Stock Exchanges 
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SEC Registers National Stock 
Exchange, Ine. 

After more than two years of prelim- 
inary studies by interests affiliated with 
the New York Mercantile Exchange, per- 
mission was granted by the SEC on Aug- 
ust 16th for registration of the National 
Stock Exchange, Inc. This new market- 
place will be the third in New York City 
and the fourteenth national stock ex- 
change in the United States. It is also 
the first new franchise processed by the 
SEC since this body was created in 1934. 

The purpose of its founders is to pro- 
vide a market for stocks of substantial 
and growing companies. Among listing 
requirements are: net worth in excess of 
$1 million, 150,000 shares outstanding 
and a minimum of 500 stockholders. No 
stocks presently listed on the other New 
York exchanges will be included, al- 
though listings on other exchanges in 
this country or abroad may be traded. 
The majority of companies will, how- 
ever, probably be among those whose 
securities are now bought and sold in 
the over-the-counter markets. 

Membership in the new exchange will 
be limited to members of the Mercantile 
Exchange. It is expected that the trad- 
ing area and communication facilities 
will be completed to permit full opera- 


tion before the close of this year. 
XN A A 
He who whispers down a well 
About the goods he has to sell 
Never makes as many dollars 
As he who goes to town and hollers. 
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GOODYEAR DIVERSIFICATION AT WORK 








Recipe for a Ten-Billion Dollar Industry 


In a kitchen “laboratory”, mix rubber with sulphur. Try 
a pinch of white lead. Heat on a coal-fired cookstove. 
Fight failure with courage, year after year, till one day 
rubber gives up its secret. 

With this spartan approach, 121 years ago, Charles 
Goodyear produced the world’s first vulcanized rubber, 
with stamina to slug it out against wear and climate. 
The new product would serve mankind in a multitude of 
ways. The new industry would make thousands of jobs, 
put millions of dollars into circulation in country after 
country. 


Lots of good things come from 


GO0o 








FYE 


In 1853 Charles Goodyear wrote a book about his 
discovery. “Gum Elastic and Its Varieties” could not be 
a best-seller. Only six copies were printed. But it sur- 
vived the years. In France recently the grandson of the 
original owner brought his heirloom copy to Goodyear 
executives planning the new tire plant at Amiens. A 
warm gesture of friendship towards Goodyear’s expand- 
ing European facilities. 

From Charles Goodyear’s crude experiments came 
the inspiration for today’s imagination, research and de- 
velopment—writing a recipe for the world of tomorrow. 





THE GREATEST NAME IN RUBBER 


TIRES INDUSTRIAL PRODUCTS CHEMICALS FOAM PRODUCTS FILMS 
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FLOORING METAL PRODUCTS SHOE PRODUCTS AVIATION PRODUCTS AIRCRAFT 
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END OF SUMMER 


While it would be premature to say 
that the gloomy mood which permeated 
business and the stock market during 
the summer has been dissipated, at least 
some lightening of the atmosphere 
seemed noticeable starting in early Aug- 
ust, despite further deterioration of the 
Cuban situation and the outbursts of vio- 
lence in Laos and the Congo. At the 
traditional Labor Day observation point, 
sentiment remained sharply divided 
about prospects for the balance of the 
year, ranging from hopes for a fourth 
quarter pickup in business to fears of re- 
newed softness in leading indices. Prob- 
ably the failure of steel production to 
move upward in August, as hoped for, 
and the general slowdown in movement 
of durables, as contrasted with a better 
tone in soft goods and services, is the 
chief culprit. Orders for steel are still 
slow and the target date for brisker oper- 
ations has now been set back to October. 
Earnings for the first half have tended 
to reflect the squeeze on profit margins 
for industry in general, with stepped-up 
sales volume failing to compensate for 
rising costs. 


Probably the most important factor 
contributing toward improved sentiment 
has been the gradual but persistent eas- 
ing of money by the authorities. Lower 
rates and ready availability of funds will 
not of themselves generate borrowers 
unless money can be put to profitable 
use but they may well cast a decisive in- 
fluence in border-line decisions. Since 
the first reduction of the discount rate 
in early June, the Federal Reserve Board 
has continued to move ahead steadily by 
reducing margin requirements to 70% 
at the end of July, followed in early 
August by liberalization of certain regu- 
lations covering reserve ratios and in- 
clusion of vault cash. This step produced 
an estimated boost in reserves of some 
$600 million which could serve as a base 
for $3.6 billion in new loans. Only three 
days later, on August eleventh, came the 
second drop in the discount rate from 
314% to 3%, exerting extreme pressure 
on the 5% prime rate which had held 
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firm since September 1959 but which at 
last succumbed on the 22nd. 

The banks were unhappy about the 
new 414% tag because many institutions 
were still under pressure to meet loan 
demands even though the Fed had been 
steadily pouring additional funds into 
the market. The declining trend of bank 
demand deposits has also caused some 
concern. As it has become increasingly 
difficult to maintain profit margins, cor- 
poration financial officers are holding 
balances to a minimum through efficient 
handling of funds and fast realization of 
receivables through regional routing of 
checks and use of telegraphic transfers, 
while placing surplus cash in Treasury 
bills to generate income. Likewise, with 
interest rates on the rise abroad, foreign 
deposits of the “hot money” type, as dis- 
tinguished from bona fide working bal- 
ances of foreign corporations and banks, 
have been moving to greener pastures. 
This speculative pressure is aggravated 
by outward movement of capital to set 
up overseas operations of United States 
firms where they can more advantag- 
eously compete with foreign producers. 
There is additionally the effect of the 
large totals expended abroad on account 
of federal aid programs. 

On the positive side, however, some 
encouragement can be found in the 
marked improvement of the country’s in- 
ternational trade balance, with the first 
half reporting a $2 billion surplus of 
commercial exports over imports. 

Since early summer, when the Federal 
Reserve inaugurated its easing of rates, 
the outflow of gold has swelled as the 
trend became successively clearer. At 
this writing, the 1960 total has reached 
$450 million, leaving approximately $19 
billion on hand. The United States has 
lost gold on balance in recent years 
more often than not, hence the serious- 
ness of the outflow can be exaggerated 
but this does not imply that our legisla- 
tors can close their eyes to it nor fail to 
inform themselves of the underlying rea- 
sons. If the losses are in settlement of 
trade balances or represent repatriation 
in response to foreign central bank polli- 
cies, that is one matter but one cannot 


blandly countenance flight from the dol. 
lar through lack of confidence in its in. 
tegrity. 

With the 86th Congress now in ad. 
journment and the campaign gathering 
headway, it is devoutly to be hoped that 
the two candidates will in the course of 
the scheduled debates present candid 
and detailed blueprints of how they will 
finance their programs. Even though the 
“liberals” are convinced that election 
success hinges on promises rather than 
facts, many shrewd observers are sens- 
ing a groundswell of revolt against fur. 
ther depreciation of the dollar, as well as 
against higher taxes, except for neces- 
sary defense. In any event, the disci- 
plines implicit in adherence to the gold 
standard are bound to impose restric- 
tions upon our lawmakers. Defiance of 
fiscal responsibilities would greatly com- 
plicate the Treasury’s debt management 
problems, already acute, while acceler- 
ated withdrawals of gold might force de- 
valuation or repudiation, with conse- 
quent impairment of our world leader- 
ship. 


ELectronics & INVESTMENT — 1960 


Over the past two decades the lowly 
investment and brokerage house “statis- 
tician” has been upgraded very notably 
into today’s research analyst. Formerly 
a dubiously necessary evil whose tenure 
often rested on the hope that he would 
produce enough commission business to 
cover part of his salary, he has become 
increasingly indispensable as the art of 
investing has grown more complex. 

With the entrance of electronic com- 
puters into experimental areas of invest- 
ment, a good deal of facetious comment 
is going the rounds about eventual elim- 
ination of trained human specialists. The 
net result, however, is that the speed and 
capacity of these giant machines will 
probably prove a boon to preparation of 
such detailed data that human decisions 
can be both more accurate and faster. 

To speed investment selection, Leh- 
man Corporation will seek to project by 
electronic means earnings of up to 200 
public utility companies for the next 


four years. This undertaking, conducted | 


at the RCA Electronic Systems Center in 
New York City, will feed into the com- 
puter some 175 statistics. The same com- 
putations by conventional means would 
require about 400 man-days, indicating 
the tremendous advantage once the ini- 
tial programming is established. 
Another instance of long-range re 


search is found in a $50,000 grant by | 


Merrill Lynch, Pierce, Fenner & Smith, 
Inc. to the University of Chicago Grad- 
uate School of Business to investigate 
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the firm’s often-expressed confidence in 
equities as the backbone of a long-term 
investment program. By tabulating 
monthly closing prices of all New York 
Stock Exchange stocks on IBM cards 
from 1926 to date, including dividends 
and all other changes affecting these 
stocks during the period, it is hoped that 
a valid comparison with other ways in 
which the same capital might have been 
employed will be developed. According 
to J. H. Lorie, associate dean of the 
School, this study should show whether 
a dollar of earnings in a growth stock is 
really worth more than one from an- 
other source. 


New JersEY OK’s EQuitiEs 
FoR Pusiic FunpDs 


With the purchase of one hundred 
share lots of each of 21 public utility 
companies, the State of New Jersey be- 
came in July the 16th state to include 
common stocks among investments of its 
six public employee pension and retire- 
ment funds. This initial step was repeat- 
ed in August, raising to approximately 
$200,000 the total commitment in these 
companies, as indicated in the list be- 
low, which shows average cost of the 
stocks purchased. The indicated average 
yield on current dividend rates is 3.82%, 
which is slightly above the weighted ef- 
fective return of 3.52% on the State’s 
total pension fund portfolios aggregating 
some $660 million in book value at June 


30, 1960. 


Anprox 

Average Yield 

Cost (%) 

American Tel. & Tel. _. 89.19 3.70 
Atlantic City Elec. 36.06 3.05 
Baltimore G. & Elec. 26.88 3.72 
Boston Edison _ _... 63.06 4.76 
Cleveland Elec. Ill. . 56.94 3.16 
Commonwealth Edison — 63.81 3.13 
Consolidated Edison 64.88 4.62 
Delaware P. & L. - 41.00 2.78 
Duquesne Light _ 24.56 4.80 
Kansas City P. & Lt. — 54.13 4.06 
N. Y. State Elec. & Gas 26.63 4.51 
Northern States Power. 27.56 3.99 
Oklahoma Gas & Elec. . 33.81 3.31 
Pacific Gas & Elec. _. 64.31 4.04 
Philadelphia Elec. _.. 49.94 4.49 
Potomac Electric 29.00 4.55 
Public Ser. of Col. - 60.13 3.16 
Public Ser. Elec. & Gas 39.75 4.53 
Utah Power & Lt. - 35.00 3.43 
Virginia Elec. & P. 46.38 2.59 
Wisconsin Electric 40.31 4.47 


Although the equity portion is small 
in proportion to the size of the funds 
overall, William F. Voorhees, Jr., Direc- 
tor, Division of Investment, reports that 
the trustees of the various funds may, in 
their judgment. invest not in excess of 
10% of the book value of each fund in 
equities. This additional investment po- 
tential is another straw in the wind of 
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the ever-swelling sources of demand for 
seasoned common stocks as liberalization 
of investment policies continues. 


The sheer pressure of demand versus 
a limited supply of stocks of institutional 
quality has undoubtedly contributed to 
the rise in p/e ratios in recent years and 
the end seems not yet in sight. As recent- 
ly reported in this column,* the public 
employee funds of the three largest 
states, New York, California and Penn- 
sylvania, in that order, with total assets 
of some $4.3 billion as of various 1959 
reporting dates, have as yet not author- 


*T&E, July 1960, p. 662. 


ized equity investment. As enabling leg- 
islation is enacted and more billions seek 
to enter the partnership ranks, the need 
for revision of the tax laws to make 
equity financing more attractive to large 
corporations will inevitably become 
more pressing. 


A AA 


oe Ninety-seven banks completed ques- 
tionnaires in the survey of “Automa- 
tion and Business Development Oppor- 
tunities” undertaken this year for the 
Financial Public Relations Association 
by L. J. Smotherman, director of public 
relations, First Wisconsin National 
Bank, Milwaukee. 
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1957 1958 1959 1960 - 1957 1958 1959 1960 1957 1958 1959 1960 
—— End of Month —— Range of Period 
_— — — cons rerangs 1946-50 1941-45 1931-40 1919-1930 
Aug. July Aug. High-Low High-Low 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. ——————... 3.42 3.47 4.77 5.11-3.34 5.17-1.385  1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. -_............-.... a 3.64 3.65 4.72 5.97-3.53 5.10-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. ..___............ 3. 9 3.80 4.74 4.97 -3.¢9 4.87-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2's, 9/15/72-67 SS 2.67 3.77 4.33 4.€8-4.60 4.64-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%s, 12/15/72-67 ... -.......... ct 3.63 3.72 4.18 4.°9-3.57 4.58-2.44 2.48-2.08 2.50-2.37 (a) (a) (a) 
3%s, 1988-78 _. ........ ae Rane 3.75 3.75 4.07 4.44-3.65 4.39-2.59 (b) (b) (b) (b) 
I ee ic a ee OF 3.70 3.62 3.83 4.10-3.54 4.06-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term __...... 4.23 4.35 4.45 4.61-4.23 4.61-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term ——  ...__...... 4.40 4.50 4.61 4.78-4.39 4.78-2.79 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Leong Term ——___.__—. es 4.62 4.71 4.80 4.95-4.61 4.92-2.87  3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term -............. ‘ 5.01 5.15 5.12 5.37-5.00 5.32-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term -...... % 2.99 3.28 3.44 3.55-2.99 3.65-1.28  1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term -.._._..._. <= % 3.27 3.50 3.63 3.76-3.27 $.81-1.37  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Reted Low Ten: —__$__.......... “7 3.55 3.82 3.90 4.06-3.55 4.08-1.72  2.64-1.28 2.49-1.49 3.29-2.11 (d) (d) 
Baa Rated Long Term -.._.............. ‘/ 4.05 4.25 4.35 4.46-4.05 4.51-1.98 3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
High Grade suaiesEbctinukasanan Oe 4.58 4.63 4.63 4.82-4.58 4.85-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade -.. <estcnennsnncin OE 5.12 5.25 4.95 §.31-5.12 5.69-4.45 5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
en ON % 4.34 4.44 4.45 4.68-4.34 4.67-3.45  3.92-3.27(e) (e) (e) (e) 
Medium Grade - ee OO, 4.66 4.74 4.76 4.98-4.66 5.16-3.80 4.20-3.52 (e) (e) (e) (e) 
Utilities—Low Dividend Series 
High Grade _.... é aisha 10% 4.70 4.80 4.78 5.06-4.70 5.12-3.77  4.24-3.40(e) (e) (e) (e) 
Medium Grade _........................ % 4.94 5.06 4.99 5.30-4.94 5.34-4.17  4.65-3.69(e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) $176.68 173.55 194.70 178.62-169.82 196.07-66.75 641.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) — oa 6.03 6.05 5.77 6.06-6.03 6.01-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16(f) 
125 Industrials—Yields — % 3.41 3.49 2.96 3.56-3.39 6.79-2.96 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (f) 


(a)—U.S Govt. Pond Yields in this series date from Jan. 5, 1948. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(c) —U. S Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 


(e)—Low Dividend Preferred Yield Averages 

Jan. 2, 1946. 
(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 


in this series date from 
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Plike the Growing Paper Industry... 





It takes giant machines to turn 
rags, straw, wood and other 
fibrous materials into paper. 
The huge “wet end” of a ma- 
chine shown above is used in 
making stretchable papers. 
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there’s more to Cities Service 
than meets the eye! 


This year our paper industry will produce 
more than 68 billion pounds of paper. It will 
take over 200,000 people to manufacture it. 

And more than 400,000 people work in paper 
and allied-products industries to produce the 
myriad of paper products we use. Yet few of 
us realize the huge production task involved in 
manufacturing the paper we need. 

And few motorists “filling her up” at their 
Cities Service station consider the enormous 
task of producing gasolene. Cities Service 
searches five continents for oil. . . maintains 
a pipeline system that can circle the globe... 
operates towering refineries and modern re- 
search laboratories. Cities Service has spent 
over a billion dollars so far in building and 
maintaining this vast network 
of facilities. 

Only in this way can America 
have what it needs for progress 
—more jobs and more and better 
oil products. 

























Typical Experience in 





MULTIPLE PENSION FUND INVESTMENT 


JAMES G. HAXTON 


Assistant General Manager, Montreal Trust Company 


HEN WE UNDERTOOK, THREE AND 
W one-half years ago, to develop 
this subject for our Pension Conference 
it wasn’t too difficult to find a ‘typical’ 
fund for analysis. Since that time, how- 
ever, there has developed a much great- 
er spread in distribution, and conse- 
quently in experience, as funds have 
grown in size and many new funds have 
been started. At that time, most of our 
funds still had about 15% of assets in 
common stocks but, with restrictions on 
equity investment removed, wide varia- 
tion in practice has developed. 


Under the circumstances, we felt that 
the most interesting study would be the 
experience of our Multiple Fund. In 
1956 this Fund was barely off the 
ground; today it is our fastest-growing 
fund, with 163 participates, over $18,- 
000,000 of investments and growing 
now at a rate of $7,000,000 per year. 
Since this fund with its Fixed Interest 


Address before Pension Conference sponsored by 
Montreal Trust Co. at Montreal and Toronto, May 
10-11, 1960. 


and Equity Sections is valued every 
month, it is a handy vehicle for analysis 
and charting. 

Chart I shows the physical growth of 
the Fund and comparative market val- 
ues at each anniversary date and at 
March 3lst, 1960. The bar on the left 
is book value, or cost of investments 
and the adjoining one is the market 
value. The longer part of the bar is the 
Fixed Interest section and the shorter 
part, the Equity section. The Equity sec- 
tion has had the more favorable experi- 
ence with appreciation running as high 
as 20%. The Fixed Interest section, in 
the last two years of unsettled bond 
markets has been as much as 6% “un- 
der water.” However, in a period when 
specific issues have declined as much 
as 20 points, this performance doesn’t 


look too bad. 


A better idea of the price perform- 
ance of the Units is provided by Chart 
II. In July, 1956, we split the Fund into 
the two separate sections so that parti- 
cipating accounts could have some vari- 





CHART I: GROWTH OF MULTIPLE FUND 


ation in the propor- 
tion of equity invest- 
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Millions Tuly/56 July/57__ July/5g __ July/59  Mareh/60 ment. At that time 
- . Fixed Units were 
B @ -.:. bi. valued at $88.533 

(2) «.0. ‘y and eight months 
” a eee i later had dropped to 
- VeMarket value 5 $82.30. In October 


of 1957 they hit a 
new low of $81.49 
and subsequently re- 
covered over four 
points. At this time 
last year they start- 
ed to slide again 
and made a new low 
at $77.67 in Febru- 
ary this year. I’m 
guessing that this 
will stand as the rec- 
ord low for a long 
time if the renewed 
strength in the bond 
market has any fol- 
low-through. 
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The Equity Units have also shown a 
volatile price pattern but more on the 
upside than the downside. The July Ist, 
1956 value was $9.79 and there was a 
jump to $11.88 in the next month fol- 
lowed by a settling back and recovery 
to another high of $12.03 in June, 1957. 
By January of 1958, units were valued 
at a low of $9.428 but then stated a 
steady clinth to a high of $14.038 in 
August, 1959. Subsequent market action 
has carried them back down to $12.09, 
or about the same percentage decline as 
shown by the Toronto Stock Exchange 
averages over that period. 

In Chart III we have tried to estab- 
lish the whole point of the title of this 
exercise — that of typical experience. 
This is based on calculation of the av- 
erage cost of a hypothetical participant 
account in the Multiple Fund which 
started buying each month in July, 
1956. At that time it was established 
policy to invest 20°%-25% in equities. 
The black line on this chart represents 
the average cost of an accumulating in- 


vestment in one Fixed Unit and two | 


Equity Units. At the starting date 
$108.11 bought the package. In the fol- 
lowing month $111.11 was the cost of 
the same unit investment and the aver- 
age cost was $109.61. As the account 
accumulated units on this basis from 


month to month, average cost came | 


down with declining market values. The 
red value line represents the cost of the 


package of new units each month and | 
the market value of the combined units. | 


The hypothetical participant was “under 
water” until June, 1957 and back under 
again until March, 1958. 

From that time on the average cost 
of the accumulated investment in the 
package of units was below current 
market values right through to October, 
1959, when the market weakness in both 
sections at once made the going rough. 
In the months to March of this year, 
there was a further decline, so that we 
end up with an average cost of units 
about 4 points above market. 


TRUSTS AND ESTATES 


CH 


e 
$35 4 


$80 — 


wba 


$15 
$14 
$13 J 


$12 J) 


$11. 
$10 4 














a == Ge @ 


CHART II: PRICE RANGE OF UNITS IN MULTIPLE PENSION FUND 
FIXED INTEREST UNITS 
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In the meantime, the hypothetical, or 
typical, fund has invested a total of $4,- 
793.30 in 45 Fixed Interest Units and 
90 Equity Units. The latter represent 
22% of the investment at cost and 
23144% at market value. The true yield 
on the investment amounted to 4.95% 
in the first year, 4.77% in the second 
year, 4.89% in the third year and 
5.03% in the 9-month period to March, 
1960. Over the whole period, the true 
experienced yield amounted to 4.91%. 
These returns are based on cash credits 
to the participants’ accounts which are 
distributed every month and represent 
all investment income accrued to date 
as well as dividends declared whether 
or not actually collected by the trustee 
before the month end. 


At the end of the period charted Gov- 
ernment bonds made up 34% at market 
values, corporation bonds 56%, mort- 
gages 9% and preferred stocks 1%. In 
the Equity Fund, Canadian common 
stocks constituted 80% of the invest- 
ment and U. S. issues 20%. 

In order to illustrate how investment 
distribution patterns have developed, 
three selected tables of actual fund com- 
position by years are presented. From 
Table A below, it is immediately noted 
that Government bonds have declined 
in popularity as corporation bonds have 
risen, while preferred stocks have al- 
most disappeared. Stocks of United 
States corporations have entered the list 


in moderate measure and mortgages 
made their debut in 1959. Yields have 





CHART III: TYPICAL EXPERIENCE — MULTIPLE FUND 
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Top line: average market; Center line: average cost; Bottom line: yield. 
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improved since 1955, moving from 
4.23% to above 5%, in spite of the 
larger percentage in equities. 


A. PERCENTAGE COMPOSITION 


1955 1956 1957 1958 1959 
U.S. Common ____. — 1 2 2 3 
Can. Common .. 11 12 14 12 #16 
Preferred _____.... 19 7 2 1 i 
Corp. Bonds ___. 89 59 65 67 58 
Gevt. Bonds... 31 21 17 8 6 
Yield —.......... ..4:98 4:51 5.12 5.06 5.02 


Table B shows the composition of a 
very aggressively managed fund which 
increased the equity portion from 19% 
to 35% in five years, with preferreds 
virtually eliminated. 1959 yield, slightly 
below that of the earlier years, was the 
price of the heavier equity commitment. 


B. PERCENTAGE COMPOSITION 
1955 1956 1957 1958 1959 
Can. Common ... 19 18 22 25 365 


Preferred... 17 12 4 2 2 
Corp. Bonds __.. 39 45 50 45 40 
Gov’t. Bonds __. 25- 25 24 28- 23 
2 ee 4.20 4.23 4.58 4.49 4.12 


The final example is slightly differ- 
ent in that it included more United 
States common stocks in its 1959 32% 
equity portion, while moving away from 
preferreds and, in lesser degree, from 


bonds. 
C. PERCENTAGE COMPOSITION 


1955 1956 1957 1958 1959 
U.S. Common ._.. — 2 1 $ 12 
Can. Common ... 15 138 15 15 20 


Preferred ____ 10 9 4 1 1 
Corp. Bonds _.. 56 48 54 60 49 
Gov’t. Bonds _. 19 28 26 21 i18 
Yield __ 4.05 4.12 4.56 4.89 4.51 


Market Performance 


Market performance in these individ- 
ual funds varied about as widely as 
their investment diversification. Table 
A’s fund at the end of 1959 was almost 
exactly even. Their common stocks were 
up 12% and bonds down 5% with total 
market value at 99.7% of cost. 


Table B’s fund, in spite of the large 
common stock investment, was not as 
well off. Both fixed and equity invest- 
ments were under water and overall 
market value was 91.4% of cost. 


Table C’s fund was not valued at 
the same year end date, but the last 
annual report showed equities selling at 
120% of cost and the whole fund at 
102.7%. 


Investment of funds for any purpose 
is never easy at the moment the dollars 
are in hand. We all know what was the 
best course last month or last year, and 
we are usually pretty confident about 
what we will do in the future. Wi-h pen- 
sion funds we have the saving grace of 
continuity through relatively constant 
flow of dollars. Last month’s decisions 
have proved right or wrong and today’s 
decisions can be flexible in the light of 
them. With the constant growth of the 
fund and development of the portfolio, 
our decisions of the moment are chiefly 
concerned with selection of issues. De- 
cisions for the future are concerned 
with formation of policies which will 
derive the best returns in both yield and 
growth, consistent with protection of 
the funds entrusted to us. 
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Stock Accumulation Plans for 
Employees Growing 


In annual reports of metropolitan 
trust institutions, more frequent refer. 
ences appear about the availability of 
Stock Accumulation Agency Services, 
As the term implies, this service does 
not in any sense parallel the normal 
relationship involved in acting as trus- 
tee and investment manager of pension 
and retirement funds or employee profit- 
sharing plans, inasmuch as the bank 
simply acts in an agency capacity to 
purchase for account of individual par- 
ticipants and keep a record of the in- 
vestment media set forth in the agree. 
ment. Such plans, however, serve a val- 
uable function by stimulating thrift and 
strengthening the bonds of employee 
self interest through his stake in the 
company’s welfare. 

Among institutions which perform 
such functions is the Kentucky Trust Co. 
of Louisville, which is affiliated with 
the First National Bank of Louisville. 
The Trust Company has two types of 
plan, one of stock accumulation through 
collective saving by employees of an 
outside corporation and the other 
which permits their own employees to 
acquire an interest in First National 
Bank stock. 

An example of the first accumulation 
plan is one set up by the Louisville & 
Nashville Railroad Co., in which all em- } 
ployees are free to join by authorizing 
payroll deductions in stated amounts 
for investment in the company’s stock, 
with no company contribution added. 
The plan is simple, contributes to thrift 
and mutual self-interest and involves no 
SEC or other complications. 

Under the Trust Company Plan. how- 
ever, the employee directs placing not 
more than 5% of his salary, which the 
bank matches each quarter, in a quali- 
fied thrift plan, the proceeds being in- | 
vested in First National Bank stock | 
when available, in the judgment of the | 
trustees, at reasonable prices, otherwise 
in other temporary media. Upon distrib- 
ution at retirement or other termination | 
of service, tax considerations, of course. 
enter the picture. 


A AA 


e A reading service for the waiting 
rooms of local hospitals and for the stu- 
dent union of the University of Cincin- 
nati has been provided by Central Trust 
Co. of that city. Each of the eight insti- 
tutions made its own selection of pe- 
riodicals which the bank arranged to 
have sent directly. Racks and _ plastic 
binders were provided by the bank. 
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THE 

MOST POWERFUL 
TRUCK IN THE 
WORLD 


moves copper ore— 


75 TONS 
AT A TIME! 
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A far cry from the miner’s mule of the ’80s, this new mam- 
moth ore truck performs Herculean tasks in Anaconda’s 
Berkeley Pit at Butte, Montana. Still in the experimental 
stage, the gigantic vehicle hauls ore up-grade out of the pit, 
75 or more tons at a time. Designed to replace Diesel trucks 
with less than half the capacity, it operates electrically on 
special trolley wires and each of its four outsized wheels can 
deliver 400 horsepower, a total of 1600 horsepower—making 
it the most powerful truck in the world. Without a load, it 
can leave its trolley wires and operate on 350 horsepower 
supplied by its own Diesel generator. 

Huge as it is, Anaconda’s new truck is in proportion with 
the vast Butte operation. One of the richest mineral areas 
ever discovered, Butte has supplied industry with more than 
three billion dollars in mineral wealth. Up to 1959, more than 
7 million tons of copper had been mined at “‘the richest hill 
on earth’”’—which has also been a bountiful source of zinc, 
manganese, lead, silver and gold. 

Current production at Butte continues to set king-sized 
standards, and the new king-sized ore truck is part of a sys- 
tem which moves more than 28,000 tons of ore a day at the 
Berkeley Pit. This is just one reason why the Company’s 
ore production is consistently on the increase. Not only with 
new and highly efficient equipment, but through continuing 
exploration and constant development of new copper sources, 
such as the new El Salvador Mine recently opened in Chile, 
Anaconda meets the growing needs of industry for more and 
better products in the entire nonferrous metal field. 


AnaconnpA 


SUBSIDIARIES OF ANACONDA MANUFACTURE: COPPER AND ALUMINUM ELECTRICAL 
WIRES AND CABLES; ALUMINUM FOIL, SHEET. ROD AND BARS, STRUCTURALS, TUBING 
AND EXTRUDED SHAPES: COPPER. BRASS AND BRONZE SHEET. PLATE, TUBE, PIPE, ROD 
FORGINGS AND EXTRUSIONS; FLEXIBLE METAL HOSE AND TUBING. 





























Wellington Equity Fund 
Must Delete “Wellington” 
From Corporate Name 


Wellington Equity Fund, new-born 
little brother of the thirty year old 
Wellington Fund, the nation’s second 
largest balanced mutual, can no longer 
use the family name. In a decision 
handed down on August 11, 1960 in the 
United States District Court for the Dis- 
trict of Delaware in Wilmington (Civil 
Action No. 2047), Chief Judge Caleb 
M. Wright ruled that the newer stock 
fund must cease using the name “Well- 
ington.” No damages were assessed, but 
the sponsoring management and distrib- 
uting companies — Wellington Co. and 
Wellington Company, Ltd., were re- 
quired to pay costs of litigation as well 
as reasonable allowance for the plain- 
tiffs’ attorneys. 

The action, filed by two minority 
shareholders, Mr. Ralph J. Taussig and 
his wife, as a derivative suit in behalf 
of the stockholders of Wellington Fund, 
asked for a declaratory judgment to de- 
termine ownership of the name “Wel- 
lington” in the investment company in- 
dustry. Of the six counts in the com- 
‘plaint, Judge Wright ruled only on the 
first and last which charged the defend- 
ants — the two Wellington Funds and 
the two sponsoring companies — with 
unfair competition in employment of 
the “Wellington” name. The four counts 
not ruled on alleged violations of the 
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Securities Act of 1933, the Securities 
Exchange Act of 1934, the Investment 
Company Act of 1940 and the Federal 
Trade Commission Act. Although as- 
serting that the plaintiffs had adequate 
authority to prosecute the federal cause, 
the Court saw no necessity to rule sub- 
stantively on them “since the common 
law causes of action accord plaintiffs 
complete vindication of the derivative 
rights they assert.” 


The issue restated simply by the 
Court was whether Wellington Fund 
owned the name “Wellington” and had 
the exclusive right to its use in the in- 
vestment company industry. The argu- 
ment encompassed five main points, all 
decided in favor of the plaintiffs. 
(1) The Taussigs maintained that a 
corporate name belongs to the corpora- 
tion and the goodwill of a business con- 
ducted by a corporation belongs to the 
corporation; defendants urged that the 
corporate veil be pierced and pointed 
to the special nature of the imvestment 
company setup. (2) Next, plaintiffs 
pointed to the confusion of the public 
resulting from the use of the “Welling- 
ton” name by Wellington Equity. 
(3) Discussion revolved about the con- 
tention by the defendants that Welling- 
ton Equity’s existence was advantage- 
ous to Wellington Fund. But Judge 
Wright stated that “the real harm to 
Wellington Fund is that the creation of 
a stock fund bearing the name “Welling- 
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Investing in bonds, preferred, and common 
stocks for current income and possible 
growth of principal and income 


Prospectus available from your Investment 
Dealer or Eaton & Howard, Inc., Boston 











ton” for all practical purposes excludes 
any chance of Wellington Fund enter- 
ing into the field (stock investment, 
primarily. (4) The fourth question was 
whether Wellington Fund had properly 
consented to the use of the name “Wel- 
lington” by the Equity Fund. (5) Final. 
ly, in what the Court terms “a perhaps 
inconsistent defense,” argument revolved 
around defendants’ contention that Wei- 
lington Fund was not the owner of trade 
name rights in the name “Wellington.” 


An interesting comment by the Court 
extraneous to the rationale of the deci- 
sion is the slap it takes at the S.E.C. 
Judge Wright observed that “although 
plaintiffs made their position known to 
the defendants prior to the public offer- 
ing of Wellington Equity Fund shares, 
defendants deemed it unwise to curtail 
their efforts at that time. The Securities 
and Exchange Commission remained 
silent, notwithstanding plaintiffs’ pro- 
testations to it. Perhaps the Commission 
should take a more active role in the 
affairs of investment companies because 
the investing public, composed of many 
persons unskilled in the investing arts, 
is entitled to protection.” 


Centennial Fund’s Successful 
Organization Probable Spur 
For Similar Mutuals 


In mid-August, Centennial Fund, a 
new type mutual appealing to the more 
wealthy investor, officially commenced 
operations with securities valued at ap- 
proximately $25.5 million owned by 
about 200 shareholders. This represents 
the first time that individual holders of 
large blocks of stock have exchanged 
securities for shares of a mutual fund 
in order to obtain diversification with- 
out establishing a taxable capital gain. 
Its successful beginning presages that 
other similar type funds will follow 
(T&E, May 1960, p. 465). We repeat 
the statement from the prospectus that 
“all depositors in effect pool their un- 
realized capital gains, and share the 
burden of any taxes payable if the 
Fund realizes such gains.” The Fund 
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does not plan any further public sale 
of its shares, but outstanding stock is 
redeemable at asset value less 1%. Cost 
basis of redeemed fund stock is that of 
the original securities deposited with 
the fund by the investor. 


Herewith are listed the 36 largest hold- 
ings of Centennial (all valued over 
$200,000) comprising 80% of assets on 
August 25th. Book cost is given where 
available. 


Mutual Sales Resume 
Down-trend in July 


Resumption of the down-trend in 
overall mutual fund gross sales evi- 
denced since the first of the year, which 
this column noted had been stemmed in 
June, was indicated by the July statist- 
ics. According to the National Associa- 
tion of Investment Companies, gross for 
the 1960 month of $168 million com- 
pared with $221 million in 1959. In the 
preceding June of this year sales tallied 
$178 million. A brighter picture was 
presented by the redemption picture 
with cash-ins considerably below the 
preceding June as well as those of the 
corresponding 1959 month. The number 
of accumulation plans opened held at an 
approximate 30,000 total. 


Expense Data Detailed 
For VALIC Contracts 


Particularly since the offering of its 
shares to the public (T&E, August 1960, 
p. 743), expenses of the recent contracts 
of the Variable Life Insurance Co. of 
America have been a matter of great 
speculation. Accordingly, we quote from 
the prospectus pertaining *to ihe annui- 
tant’s costs: 


Sales expense, administrative and 
other charges including state premium 
taxes are deducted from the purchase 
payments and the balance is credited 
to the purchaser’s contract. In the 
case of single purchase payment con- 
tracts, charges aggregating 10% of 
the payment for immediate variable 
annuities and 12% for deferred vari- 
able annuities are deducted, of which 
6% is sales expenses and the balance 
is for administrative and other 
charges including state premium 
taxes. 

In the case of monthly purchase 
payment contracts sold to individual 
purchasers, an average sales expense 
will be deducted from the payments 
during the first twelve years equal to 
8.75% of such payments, and ad- 
ministrative and other charges in- 
cluding state premium taxes averag- 
ing 8.16% of such payments will also 
be deducted. After the twelfth year 
no further sales expense is deducted 
and administrative and other charges 
including state premium taxes amount 
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LARGEST HOLDINGS OF CENTENNIAL FUND 





Estimated Market 
Shares Tax Cost Value 
13,493 Missouri-Kansas Pipe Line — $ 350.00 $ 1,339,130.38 
22,900 Laboratory for Electronics — 1,156,450.00 
18,944 Heli-Coil Corp. 42,160.19 1,030,080.00 
29,500 American- Marietta “Co. a 991,937.50 
25,000 National Aeronautical Corp, 12,500.00 950,000.00 
29,000 Prentice-Hall, Inc. as 1,284.70 949,750.00 
13,000 I as csddocindaseune ee ee 51,403.76 903,500.00 
25,000 Statham Instruments, Inc. _ 5,726.15 881,250.00 
12,000 Brunswick Corp. __ 13,915.01 832,500.00 
8,758 American Telephone & Telegraph _ 504,015.98 822,157.25 
31,750 Thompson (H.I.) Fiber Glass Co. 793,750.00 
21,504 Weyerhauser Co. __...___. aon? 7,159.84 735,168.00 
30,100 Wesco Financial Corp. roe TPR 3,432.46 669,725.00 
12,500 Howard W. Sams & Co., Ine. _.....___.. 3,167.60 625,000.00 
1,130 Internat’l, Business Machines Cee roe 47,186.60 619,240.00 
14,584 Standard Oil Co. (New Jersey) 107,028.72 616,174.00 
2,841 pe SES RITES ES ets SE ee emer 35,362.52 580,274.25 
10,575 Bell and Howell _....-- pete ti oe 541,968.75 
8,010 Pittsburgh Piate Glass 32,143.66 510,637.50 
1,850 Polaroid __ b 14,053.82 477,993.75 
6,000 Government Employees Insurance Co. ae 465,000.00 
6,544 The Colorado National Bank of Denver - 425,360.00 
8,615 Crown Zellerbach Corp. __. 50,981.94 404,905.00 
3,350 Union Carbide Corp. - 73,718.32 402,837.50 
26,576 Lytton Financial Corp. 31,485.38 355,454.00 
8,000 Jewel Tea Co. ms 354,000.00 
14,175 American Metal Climax - 15,679.29 345,515.63 
6,000 Varian Associates 328,500.00 
6,988 Inland Steel _. 51,523.76 303,978.00 
10,411 Ideal Cement __ 283,699.75 
1,240 Texas Instruments - 1,764.78 272,800.00 
7,024 St. Regis Paper _._. 15,579.75 271,302.00 
7,000 Colgate-Palmolive Co. 48,252.35 232,750.00 
7,640 Galt Of} ..... 33,704.10 228,245.00 
2,681 National Lead 226,209.38 
2,747 Texaco, Inc. 221,133.50 





$21,148,376.14 





to 10.68% of the monthly purchase 
payments. When purchase payments 
are made less frequently than month- 
ly, deductions for administrative and 


other charges are less, In addition, a 
monthly deduction of .15% 
an annual basis) is made from the 
current value of all variable annuity 


(1.8% on 











Stein Roe & Farnham 


BALANCED FUND 
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Invested in bonds, preferred 
and common stocks selected 
for reasonable stability and 
possible long-term growth of 
principal 
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BOTH FUNDS AVAILABLE AT NET ASSET VALUE 





STOCK FUND 


Substantially all assets invested 
in common stocks selected for 
long-term growth possibilities 


Copies of the Prospectuses obtainable from 


Stein Roe & Farnham BALANCED FUND, Inc. 
Stein Roe & Farnham STOCK FUND, Inc. 


135 South LaSalle 
Chicago 3, Illinois 


819 








contracts to provide for federal] in- 
come taxes, investment expenses, con- 
tingent mortality reserves, other con- 
tingencies and for additions to re- 
tained earnings and dividends to 
stockholders. 

If a deferred contract is surren- 
dered during the first five contract 
years, there is a termination charge 
not exceeding the lesser of 2% of the 
current value of the contract or $25 
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THE DAYTON POWER 
AND LIGHT COMPANY 


DAYTON, OHIO 
152nd Common Dividend | 


The Board of Directors has declared 
a regular quarterly dividend of 60c 
per share on the Common Stock of 
the Company, payable on Sept. 1, 
1960 to stockholders of record at the 
close of business on Aug. 15, 1960. 


GEORGE SELLERS, Secretary 
August 5, 1960 











Southern California 
Edison Company 


DIVIDENDS 

The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 205 
65 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 

Dividend No. 54 

27 cents per share. 


The above dividends are pay- 
able September 30, 1960, to 
stockholders of record Sep- 
tember 5. Checks will be 
mailed from the Company's 
office in Los Angeles, Sep- 
tember 30. 


P. C. HALE, Treasurer 


August 18, 1960 





820 


in the first year, $20 in the second, 
$15 in the third, $10 in the fourth, 
and $5 in the fifth year, with no 
charge thereafter. 


Axe Science & Electronics Corp. 
Acquires Missiles-Jets Fund 
Shareholders approved in mid-Au- 


gust acquisition by the $14 million Axe 
Science and Electronics Corp. of the 


$4.5 million Missiles-Jets and Automa- 


tion Fund, Inc. The transaction was 
effected through the exchange of Axe 
shares for an equivalent value of the 
Missiles-Jets assets. 

The Axe fund commenced operations 
in‘ late 1954. Its stated objective is 
“long-term capital growth through in- 
vestments expected to benefit materially 
from new scientific developments, par- 
ticularly those in the electronic and 
atomic field.” The Missiles-Jets fund was 
initially offered in the summer of 1958 
by Ira Haupt and Co. which has ¢con- 
tinued to act as its underwriters. Its in- 
vestment adviser has been Templeton, 
Dobbrow and Vance. A new menage- 
ment firm will supervise the portfolio of 
the merged mutual, majority interest in 
which will belong to Mr. and Mrs. Emer- 
son Axe while smaller shares will be 
owned by the old Missiles-Jets manage- 
ment and Investors Planning Corp. of 
America. 


Second Contractual Plan Proposed 


For Canadian N.R.O. Funds 


The Axe-Houghton group is making 


‘news a second time this month by fil- 


ing a registration statement with the 
S.E.C. for $1 million of systematic in- 
vestment plans of the contractual type, 
with and without insurance, for an 
N.R.O. company. Called the Canadian 
Investment Trust, the underlying mu- 
tual to be accumulated will be the Axe- 
Templeton Growth Fund of Canada. 
Organized in late 1954 as the Temple- 
ton Growth Fund of Canada, the mutual 
is the smallest of the nine non-resident- 
owned Canadian funds sold in this coun- 
try with assets in early March of $4.5 
million owned by approximately one 
thousand shareholders. Investors Group 
Canadian Fund, Ltd., sponsored by In- 
vestors Diversified Services, is the only 
other Canada based mutual currently 
sold in this country through systematic 
investment plans. 
A AA 
Hatr BILLion DoLLarR REASON 
FoR CustTopy 

American investors are holding $458,- 
862,250 in U. S. Government securities 
which have passed their maturity dates 
and no longer pay interest. More than 


$6 million of this amount represents 
Liberty Loan bonds from World War ] 
and more than $1 million worth matured 
before 1917. Some $28,000 of one Gov. 
ernment issue still outstanding came 


due in 1790. 





GOULD- 
NATIONAL 


BATTERIES, INC. 
Manufacturers of a complete 
line of automotive, industrial 
and military storage batteries 
plus motive specialties. 


A REGULAR 
QUARTERLY DIVIDEND 
of 30¢ per share on Common 


Stock, was declared by the 
Board of Directors on June 
27, 1960 payable September 
15, 1960 to stockholders of 
record on September 2, 1960. 

This represents a 20% 
increase over the 50¢ quar- 
terly dividend paid prior to 
the two-for-one stock split 
made on August 16, 1960. 

A. H. DAGGETT 
President 


ST. PAUL, MINN. 


” West Renn 


Electric Company 


(Incorporated) 


Quarterly Dividend 


on thz 


COMMON STOCK 


42 log PER SHARE 


Payable September 30, 1960 
Record September 9, 1960 
Declared August 31, 1960 














WEST PENN ELECTRIC SYSTEM 

Monongahela Power Company 

The Potomac Edison Company 
West Penn Power Company 

















FLORIDA POWER CORPORATION 
St. Petersburg, Florida 
August 18, 1960 


The Board of Directors of this Corpora- 
tion has this day declared a dividend of 
twenty cents (20¢) per share on the 
outstanding Common Stock, payable 
September 20, 1960, to stockholders of 
record at the close of business Septem- 
ber 2, 1960. 


G. F. FOLEY, Treasurer 
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’ HENRY ANSBACHER LONG INDEX of MUTUAL FUNDS 
d 
" 1 2 3 4 5 6 7 8 9 10 
le 
PORTFOLIO PRINCIPAL PERFORMANCE INCOME 
= % (100): Bi i 0 
ee oa POLICY Base (100): Bid Price 6/30/50 faves 
selection and interpreation of ividend % on 
data see July 1959 issue, p. 690. % common stocks, ——— aver. month-end 
lower grade bonds & 8/31/60 ‘ ‘ 
6/30/50 to : : offering price 
preferred stocks ‘ ‘ Bid & Bid 
Pre-War 8/31/60 Cap. only re 5-Yr. 
Recent 5-Yr. range | 12/30/39 Low High Distr. 12 Mos. Avg. 
BALANCED FUNDS 72.3 95.6 204.0 199.5 158.6 314. 3.30 
1 American Business Shares —————._$_-__ 51.7 59.5 48.6 742 97.5 158.1 152.8 109.8 3.38 3.49 1 
2 Axe-Houghton Fund “A” _ 63.2 64.3 49.4 63.1 96.3 206.0 198.4 130.8 2.39 2.72 2 
3 Asetioneton Tune “BS” . a ce Me © GR cy By 55.5 95.9 215.5 214.5 168.1 2.48 2.93 83 
4 Boston Fund - te ee 56.8 72.3 54.1 69.4 95.5 215.1 214.4 164.2 2.99 286 4 
5 Commonw ealth ‘Investment ‘ca... i PAS Ocoee errs ed 63.3 74.2 63.3 57.6 84.0 208.3 203.1 167.7 290 3.03 5 
6 Diversified Investment Fund, Inc. 66.1 74.3 65.8 — £80 2122 203.6 160.6 3.27 389 6 
7 Eaton & Howard Balanced Fund — 64.0 70.9 59.9 67.0 96.3 203.4 197.2 166.1 3.01 2.93 7 
8 Fully Administered Fund (Group Securities) —.. 69.8 78.9 68.3 87.0 96.4 168.8 158.6 128.0 $3.87 3.79 & 
9: General: lnwestors: Timst 60.1 80.7 55.4 91.7 97.2 203.0 201.0 141.9 3.70 3.77 9 
10 Investors Mutual — Pc ania NA Be 68.6 71.6 63.6 — 96.3 195.2 190.1 170.0 3.23 3.46 10 
11 Johnston Mutual Fund - De Da ae 78.6 79.9 56.4 — 96.6 253.2 250.0 210.9 2.38 2.98 11 
12 Massachusetts Life Fund - 1 tsabenidislaneiiitinaits 60.7 69.2 59.5 — 97.2 184.4 179.2 161.9 3.09 3.07 12 
13 National Securitiest—Income series 85.9 91.8 83.0 — 96.8 188.3 174.6 138.9 440 4.72 13. 
14 Nation-Wide Securities — 62.3 62.3 54.4 82.3 97.2 180.1 179.1 145.8 3.36 3.45 14 
= Go Fee Pee 74.4 744 66.3 83.5 97.5 236.8 233.6 190.2 2.72 2.99 15 
i. 16 Scudder Stevens & Clark Balanced Fund . -oe 63.0 67.3 58.7 74.6 97.3 187.6 179.7 144.5 3.00 3.04 16 
17. Shareholders Trust of Boston —_ inl 5180 T42 518 — 96:3 217.9 217.0 163.0 aoe 868 17 
18 Stein Roe & Farnham Balanced Fund . es 64.8 648 51.6 — 96.8 247.4 244.7 200.7 230. 2973: 38 
i Eo, a 59.9 68.0 57.9 70.9 97.3 200.4 198.4 159.6 3.08 3.12 19 
20 Whitehall Fund Sic ee att ee 52.8 58.0 51.0 — 95.8 204.1 199.2 149.7 3.47 3.49 20 
FLEXIBLE FUNDS 73.3 95.8 248.1 237.5 184.4 P°§2.91 3.11 
21 Broad Street Investing Corp. —. ibaa 88.5 88.5 177.3 65.1 93.7 284.8 268.4 221.3 3.26 3.49 21 
22 Delaware Fund _..... Sats ata ct as 89.0 95.5 84.3 69.3 95.3 242.8 227.9 168.4 2.41 2.88 22 
Ba MN NN a 91.4 99.9 52.7 — 96.6 402.6 395.4 329.0 2.24 2.04 23 
24 Fidelity Fund - epentcunnintin 82.0 96.2 82.0 — 95.4 302.4 281.1 229.3 2.68 3.19 24 
25 Institutional Foundation Fund . sci assectesincciie OTD 80.1 88.5 80.1 — 95.5 238.0 231.8 1738.6 3.46 3.79 25 
26 Knickerbocker Fund — ph a acct 94.1 95.5 63.0 101.0 96.4 194.6 175.9 119.2 3.09 3.53 26 
27 Loomis-Sayles Mutual Fund SA ROR nS ee 59.1 60.1 49.5 60.5 96.6 187.5 187.2 1387.5 3.07 3.04 27 
28 Mutual Investment Fund _ s 83.0 84.0 55.8 74.6 95.7 184.3 1715... 1874 3.10 2.97 28 
29 New England fund —.....____ eee 55.4 66.8 53.2 78.4 97.2 176.5 174.7 130.7 3.51 3.55 29 
30 Selected American Shares ere 89.5 97.6 81.1 74.0 94.3 257.7 239.6 161.2 2.59 2.99 30 
31 Sovereign Investors od asia = 96.5 97.7 91.3 98.3 98.2 284.6 260.2 235.4 3.90 3.68 31 
32 State Street Investment Corp. ; Sed 93.9 93.9 81.2 56.8 95.3 219.5 215.5 188.2 284 246 32 
33 Wall Street Investing Corp. - ee 83.5 88.2 78.2 — 96.1 261.9 260.2 236.2 2:70 290 38 
34 Wisconsin Fund, Inc. —_ —_ a 86.9 98.6 177.4 54.8 95.4 236.6 235.7 183.8 2.43 3.08 34 
COMMON STOCK FUNDS 65.3 94.7 313.7 298.7 236.8 2.53 2.81 
— Ce ES ST ee es ee ea 86.2 89.9 84.5 61.0 93.6 238.8 234.4 174.5 2902 3.29 86 
, 36 Bullock Fund - abet See eee 86.5 88.5 76.7 68.0 94.6 277.7 261.3 193.8 2.64 2.77 36 
37 Dividend Shares . es eh ei EO ed 88.6 88.6 81.6 73.5 93.6 243.2 236.5 189.9 2.80 2.99 37 
38 Eaton & Howard Stock Fund . ttre Ree 88.8 88.8 78.3 62.2 95.2 311.0 300.4 263.2 2.28 2.38 38 
39 Fundamental Investors — 98.2 99.2 96.7 54.5 94.4 307.8 285.1 238.7 2.28 2.68 39 
40 Group Securities—Common Stock 98.6 99.1 90.4 — 95.1 245.0 227.4 176.4 3.90 4.34 40 
41 Incorporated Investors —-- eet al mt a 92.5 98.0 89.0 59.8 96.6 326.8 299.1 217.8 187 2.30 41 
42 Investment Company of America aa 86.8 95.5 17.6 64.1 94.1 304.8 301.1 206.2 2.25 2.46 42 
43 Keystone Growth Common (S-3) — 945 97.7 91.0 71.7 97.4 356.6 330.2 216.0 1.77 2.27 43 
44 Massachusetts Investors Growth Stock Fund _ 96.1 99.3 92.9 69.6 94.7 403.2 8938.5 388.7 1.57 1.74 44 
45 Massachusetts Investers Trust — 98.4 99.7 97.3 76.6 95.3 332.6 310.7 281.3 2.88 3.15 45 
46 National Investors —.... eg aie ee 96.8 99.3 96.4 57.6 92.7 387.8 381.4 304.6 1.64 2.11 46 
47 National Secarities—Stock. Series. eee, See 98.2 98.9 93.9 — 93.6 247.0 222.0 166.7 4.11 4.42 47 
| 48 T. Rowe Price Growth Stock Fund —. 85.9 87.8 72.1 — 94.6 449.5 431.0 358.8 1.78 2.05 48 
j 49 Scudder Stevens & Clark Common Stock Fund. 96.9 99.2 91.6 — 94.5 308.5 298.6 247.9 2.35 2.59 49 
BO Wnwed Inoceme Paid 22.0 90.0 97.2 89.3 — 95.4 278.3 266.9 219.3 3.51 3.37 50 
500 STOCK INDEX (Standard and Poor’s)® ; — — aH 70.7 94.3 343.2 322.0 -- — — 
CONSUMERS PRICE INDEX (B.1.S.)9 _ WW. — — — 58.5 100.0 124.4 — — — — 
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ON THE ENERGY FRONT... 


ROBERT RESOR 


Vice President, Bozell & Jacobs, Inc., in charge of Nuclear Energy Division 


MEETING TOMORROW’S GIANT POWER NEEDS 





HE INVESTOR-OWNED ELECTRIC UTIL- 
ie industry is very much interested 
in what others think of it for practical 
and easily understandable reasons. As a 
regulated industry, its member com- 
panies hope for a fair shake from state 
regulatory commissions and __ their 
chances of getting it are enhanced when 
they are well thought of by their cus- 
tomers. In addition, their ability to at- 
tract new capital to meet constantly in- 
creasing demands for electricity is di- 
rectly related to the treatment received 
at the hands of the commissions. This 
latter point takes on added importance 
when one realizes (1) that investor- 
owned electric companies have the high- 
est capital investment per employee of 
any industry (over $100,000); (2) that 
they do not have the opportunity to 
plow back so high a percentage of their 
earnings as other industries; and (3) 
that their ratio of revenues to capital 
investment is about 1:4, whereas a 
good industrial will average just the 
reciprocal — 4:1. 

As if the foregoing were not enough, 
the industry is under unceasing attack 
from federal power proponents, attacks 
that are at least partly responsible for 
about a fourth of all U. S. generation 
being federalized, hence it keeps tabs on 
the attitudes of the public and so-called 
opinion leaders through both local and 
national surveys. One recently completed 
national study to determine the public 
“image” or mental picture of the in- 
dustry produced findings which were 
not surprising but some were disturb- 
ing. 

The utilities, according to this study, 
are regarded as reliably providing 
ample electric power, as efficient, and 
as well-managed. But — and here’s the 
rub — both the industry and individual 
companies score substantially lower with 
the public on such qualities as being 
“forward-looking,” “research-minded,” 
and “scientific.” 


822 


Facts Indicate Otherwise 


For some answers concerning being 
“forward-looking,” we can turn to the 
first study of electric power require- 
ments over the next two decades re- 
leased recently by the Edison Electric 
Institute. Here are the key forecasts, 
which, on past experience, are conserva- 
tive: 


e By 1970, the investor-owned elec. 
tric companies will more than double 
present power-producing capability to 
263 million KW, compared to 127 mil- 
lion KW on the line at the beginning 
of 1960. 


e By 1980, their capability should 
double again (roughly four times 
today’s total) to 492 million KW. 


e So far as electricity output is 
concerned, these investor-owned com- 
panies will, sometime in the latter 
part of the present decade, break 
through the “trillion-kilowatthour” 
barrier, and by the end of it will be 
putting out electric energy to the 
tune of 1.2 trillion KWH a year. By 
1980, they will have almost doubled 
that already stupendous output to 2.3 
trillion KWH a year. 


e During these same two decades, 
per capita use of electricity — one 
of the best indicators of a nation’s 
economic strength and the well-being 
of its people — will climb from 4,525 
KWH for every man, woman and 
child in the country at the end of 
1959 to 7,555 KWH in 1970. By 1980 
it should hit 11,800. And to get a 
clearer idea of what this means, bear 
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in mind that there will be 68 million 
more Americans than now! 


Where’s the $ Coming From? 


To talk in grandiose terms about 
power expansion raises two questions: 
how much is it going to cost?; where 
is the money coming from? The answer 
to the first. according to the EEI study, 
looks something like this: 


By 1970, investor-owned electric 
companies, in order to achieve the 
forecast capability, will have to in- 
vest about $52 billion in new con- 
struction. 

By 1980, the predicted capability 
will mean they will have to pour an- 
other $91 billion into new construc- 
tion. 

All in all, the next two decades will 
see new-construction capital invest- 
ments by investor-owned companies of 
approximately $143 billion, almost 3% 
times the $43-billion investment in 
electric plant and equipment at the 
end of 1959. 


Where will it come from? According 
to EEI, 40% or $58 billion will come 
from internal operating revenues and 
the remaining 60% ($85 billion) will 
be new money. It is possible that a 
higher percentage will come from with- 
in than in the past, traceable to the 
constantly increasing use of KWHS in 
the home by labor-saving appliances, 
electric heating and cooling, and to the 
trend toward automation — substituting 
kilowatthours for man-hours — in the 
factory and on the farm. 


The balance of capital to support ex- 
pansion will come, according to the 
companies, from the American people 
in the form of savings, insurance and 
investments. The companies are confi- 
dent this will be the case, and recent 
trends in financial circles toward think- 
ing of electric company stocks as 
“growth” securities backs up this point 
of view. 

A panel of financial experts at this 
years EEI annual convention in At- 
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Edison Electric Institute 





lantic City discussed the specifics of 
underwriting expansion in the sixties. 
Its chairman, Vice President Harold 
Scaff of Ebasco Services, Inc., stated 
that of the $52 billion needed during 
1960-70, $4.4 billion would come from 
retained earnings, $16.6 billion from de- 
preciation accruals, and $31 billion in 
new capital. However, according to 
Scaff: “These . . . are 1959 dollars. 
Should inflation continue, the amount of 
new money would be much greater. If 
no big variations occur, and capital 
structure remains about the same, this 
$31 billion new capital will have to be 
raised as follows: Long-term debt — 
$19.2 billion; preferred stock — $3.56 
billion; and common stock — $8.2 
billion.” 


How Research Minded Are They? 


One of the more disturbing findings 
in the survey was the relatively poor 
showing in the public mind as being 
“research-minded.” Probably much of 
this collective public impression comes 
from the complex nature of the electric 
utility business and the equally complex 
research it carries on. 

All research performed by investor- 
owned companies has one ultimate pur- 
pose: to provide the best possible serv- 
ice at the fairest price but it is a long, 
tenuous pathway from complicated and 
highly technical research and one diffi- 
cult for the public mind to follow. 

The problem of capturing public in- 
terest is complicated by the fact that 
electric progress, in the words of Con 


Edison’s Vice President James Fairman, 
“is not characterized by dramatic break- 
throughs, but came about as a result 
of slogging, day-to-day work.” 


Philip Fleger, President and Chair- 
man of Duquesne Light Company, start- 
ed the ball rolling at the Atlantic City 
convention in June. According to 
Fleger, the electric companies in 1959 
spent more than $100 million on nuclear 
power research, including construction 
of nuclear plants. In 1960, they will be 
shelling out another $132 million. Both 


these figures include costs for the con- 
GROWTH IN ventional generating equipment of these 
ANNUAL PER CAPITA REQUIREMENTS 1,797 Tite ke ta 
e nuclear projects already con- 
FOR ELECTRICITY Losses cate gen 
366 structed, under construction or planned, 
SELF GENERATION : ire i 3 
en 407 will require investment of some $650 
IN KILOWATT-HOURS PLANTS ™ million, according to the EEI. One hun- 
P dred and thirty-two investor- d - 
SALES TO OTHERS SALES TO ' . nee ae ghia 
RESIDENTIAL AND panies are engaged individually, or in 
7,555 a groups, in 26 nuclear projects. Seven- 
82! 3,749 teen of these involve building A-plants, 
-_ 442 with total capacity of 1.8 million KW 
when completed. Three nuclear plants 
2 161 are already operating. 
4,481 , . 
465 Fleger pointed to a recent EEI sur- 
47 SALES TO vey of 120 investor-owned electric com- 
147- INDUSTRIAL AND . ° ° 3s one 
‘inn COMMERCIAL panies which indicates $6.5 million 
° = spent on non-nuclear research in 1959 
3,939 : and another $8 million in ’60. But dol- 
2,354 lars do not tell the whole research story. 
There is the question of what is to be 
emphasized, what can safely be put 
1959 1970 1980 aside, what, if any, imbalances there are 
(Fleger acknowledged “that there are a 


number of problems that probably war- 
rant more attention than we are giving 
them.”). 


These questions raise the general one 
of how the electric industry might best 
approach research problems. Fleger 
gave one possible answer: The EEI 
Board last December decided to look 
into the possibility of financing an ex- 
panded research program similar to the 
way it pays for its “Live Better Electric- 
ally” market development program. 

One of the first steps would be the 
establishment within EEI of a new Re- 
search Division. However, the activities 
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of the division would in no way inter- 
fere with the vigorous programs al- 
ready carried on by such companies as 
Detroit Edison and Con Edison. In 
Fleger’s words: “Such an organization 
would not replace or conflict with the 
research activities of individual electric 
companies . . . or small groups of com- 
panies.” 


New Generation Sources 


No discussion of research activities 
would be complete without mention of 
investigations into new sources of elec- 
trical generation. Aside from nuclear- 
steam generation and hydrogen fusion, 
a broad area of promise is that of “di- 
rect conversion,” the processes in which 
raw energy — chemical, heat or nuclear 
— is converted directly to electricity 
without the intermediate step of mak- 
ing steam. 

A number of direct-conversion de- 
vices and processes are under investiga- 
tion. A group of ten companies and a 
manufacturer are involved in a joint 
research program involving the princi- 
ple of magnetohydrodynamics (MHD), 
which involves passing a heated ionized 
gas through a magnetic field to produce 
electricity. A successful laboratory MHD 
generator has already been built, and 
if a commercial one can be made, MHD 
holds great promise for boosting gen- 
erating efficiencies. 

Other direct-conversion devices which 
electric companies are working on in- 
clude the fuel cell and a _ generator 
which will produce electricity directly 
from heat inside a nuclear reactor. 


Research in Sales, Too 


But if the electric companies are 
working vigorously in new _ technical 
fields to make service better and more 
efficient, they are also looking to find 
ways to increase the use of that service. 
The all-electric home — with its key- 





Bees 


The 230-ton reactor pressure vessel rests on a temporary steel skidway which leads to the 


stone of electric heating and year ’round 
air conditioning — now numbers be- 
tween 600,000 and 750,000. Energy con- 
sumption averages 20,000 to 30,000 
KWH, seven to eight times that of the 
average non-electric home. 


The home of tomorrow will have 
electrical appliances and housewares 
now in the laboratory stage (EEI esti- 
mates these new appliances are devel- 
oped at the rate of one and a half a 
year, or fifteen every decade.) The 
home of 1980 will include electrical 
features undreamed of today. Farms, 
offices and factories, too, will be revo- 
lutionized by devices which would not 
be possible without abundant, low-cost, 
reliable electrical energy. 


“IT Predict...” 


While talking about the giant elec- 
trical needs of tomorrow and the indus- 
try’s plans and research to meet them, 
it's impossible to resist making some 
predictions about the future. These are 
guesses — albeit educated ones — and 
are not to be confused with the care- 
fully-laid industry plans outlined earlier 
in this column. 


e Conventional turboelectric gener- 
ators will continue to be the principal 
devices for producing electric power; 
efficiency will increase somewhat, but 
dramatic “breakthroughs” in develop- 
ment are not in the cards. Rather, 
progress will inch along toward theo- 
retical maximum efficiency ...a 
point already being approached. 

e New methods of electric genera- 
tion will be introduced gradually. 
Some, such as the solar cell, which 
converts energy of the sun directly 
to electric current, do not appear very 
promising for central station applica- 
tion. Others, such as the MHD gener- 
ator look more promising. It’s possible 
they will be coupled with nuclear re- 
actors. 

e Look for a smaller percentage of 
total U.S. electric generation from 
hydroelectric sources; while hydro 


3 


concrete housing inside the sphere at Consolidated Edison Company’s $100 million Indian 

Point atomic power plant. Indian Point, 24 miles north of New York City on the east 

bank of the Hudson River, will be completed in 1961. Babcock & Wilcox Company is the 
reactor contractor. 
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will be pushed wherever feasible sites 
exist, few such remain in the U.S. 
Alaska is the possible exception, and 
its Senators are already proposing 
multi-billion-dollar federal hydro de- 
velopment. 

e Skyrocketing energy demands 
will lead to maximum development of 
unconventional sources; examples are 
geothermal] (steam from the earth... 
already being used by Pacific Gas & 
Electric Co.), the tides, and tempera- 
ture differential of sea waters. Total 
electric power from these sources, 
however, will be only a drop in the 
world energy bucket. 

e Hydrogen fusion for electric gen- 
eration will have proved itself by the 
turn of the century. It will be feasible 
only in very large generating plants. 

e Much work will be done to find a 
practical, economic method for storing 
large quantities of energy. If success- 
ful it will represent one of the most 
significant “breakthroughs” in the 
history of energy development. In this 
connection, watch for increased use of 
pumped storage, a method in which 
water turbines are operated in re- 
verse to pump water into a power 
reservoir during off-peak periods. 
Pumped storage is the only large- 
scale practical method for storing en- 
ergy today. 

e Extra high voltage transmission 
—345,000 volts and up — will become 
common. Investor-owned electric com- 
panies already are participating in 
several EHV transmission experi- 
ments; one includes development of 
transmission lines in the 750,000-volt 
range. These high capacity lines will 
permit cheaper transmission of large 
blocs of power over long distances. 

e Large-scale pooling among com- 
panies will become increasingly com- 
mon. Integration of power systems 
will yield savings in both capital and 
operating costs, and at the same time 
increase service reliability, with bene- 
fits for customers and shareholders. 

e Automation in electric power is 
on its way. Several completely auto- 
matic generating stations already 
have been designed, and at least one 
— Louisiana Power & Light’s “Little 
Gypsy” Station — is expected to be 
operating in a few months. The prin- 
ciple behind these stations uses com- 
puters to determine details of their 
every operation and is being used ex- 
tensively in utility system design and 
planning. This will continue, not only 
within systems of the companies them- 
selves, but also within regional power 
pools. 

e Look for extensive future devel- 
opment of electrified rapid transit in 
urban areas. Increasing problems of 
traffic congestion, smog, lack of urban 
area for highways, etc., all point to 
electrified rapid transit as the only 
feasible means of moving large num- 
bers of people to and from city jobs. 

e Investor-owned electric compan- 
ies will increase research and devel- 
ment activities substantially. Indus- 
try-wide research projects, whether 
along lines previously discussed or in 
some other way, appear inevitable 
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PERFORMANCE OF COMMON TRUST FUNDS 


A 10 Year Review 


RUSSELL BURKHOLDER 


Asst. Vice President, Fidelity-Philadelphia Trust Co., Philadelphia 


URING THE PAST TWENTY YEARS, A 
_. of studies on the Common 
Trust Fund have been written by stu- 
dents, bankers and economists, the ma- 
jority of which have laid emphasis on 
the growth of such Funds. However, it 
would appear that no recent comprehen- 
sive study on Common Trust Fund per- 
formance has been undertaken in order 
to determine to what degree Common 
Funds have accomplished the two princi- 
pal purposes advanced for their estab- 
lishment, namely (1) to obtain stability 
of Principal and Income; and (2) to re- 
duce the cost of operation of smaller 
trust accounts. 

The purpose of this study is to exam- 
ine the performance records of diversi- 
fied Discretionary Common Trust Funds 
in order to discover whether they have 
been successful in accomplishing their 
goals and, if so, to what extent. It is the 
intent of this study to deal with the per- 
formance of Common Trust Funds as a 
whole and not to compare one with an- 
other, and it is the author’s belief that 
the spirit and letter of Regulation F have 
been upheld. 

A questionnaire was mailed to all 
trust institutions having Common Trust 
Funds in existence for at least ten years. 
Replies were received from approximate- 
ly 60% of these banks. 

One question asked of the banks was 
whether they could manage a $25,000 
trust at a profit, based on current costs 
and fees, if it were invested in individual 
securities. It was suggested that such a 
trust would contain, on the average, 
eight items, namely, four common 
stocks, two preferred stocks and two 
bonds. Two-thirds replied that such an 
account could not be operated at a profit 
and indicated that an average loss of 
33% would be sustained. Several banks 
stated that they would not accept an ac- 
count of this size unless the parties in 
interest agreed to have it invested entire- 
ly in the Common Trust Fund. The 
banks that advised they could operate 


This article is based on a thesis for the degree of 
Master of Arts in Economics at University of 
Pennsylvania. 
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such an account at a profit, felt this 
profit would be limited to an average of 
16%. 

The next key question in the survey 
was: “What do you estimate the percen- 
tage savings to be in the operation of a 
$25.000 trust account invested entirely 
in the Common Trust Fund as compared 
to one invested in individual securities?” 

The average reduction in the cost of 
operation estimated by the responding 
banks was 41%. One bank estimated 
that it could realize a savings of 90%; 
the lowest estimate was 10%. Most 
banks ‘estimated that the savings would 
very nearly approximate the mean fig- 
ure. 

It was not felt that this study would 
be complete unless the performance of 
the Common Trust Fund was compared 
to the results obtained by: other types of 
investment and also by trust accounts, as 
a whole, invested individually. There- 
fore, the contributing banks were asked 
to review their smaller trust accounts 
and to select one which was representa- 
tive of those which were invested in in- 
dividual securities although eligible to 
hold an investment in the Common Trust 
Fund. The banks were then asked to list 
the Principal and Income values of such 
a trust for the years in which the Com- 
mon Trust Fund had been in operation 
so that a suitable comparison could be 
made. At the same time, the author re- 
viewed approximately five hundred trust 
accounts and selected several which were 
deemed to be representative. While most 


of the institutions had some eligible 
trusts which had retained all of their in- 
dividual holdings, some banks reported 
that all qualified trusts had been invest- 
ed in their Common Funds. The reasons 
usually advanced by parties in interest 
for directing the retention of individual 
securities were: 

1. To obtain greater income. 

2. To retain a higher stock ratio 
than that provided by the Common Trust 
Fund. 

3. To preserve individual control of 
investments. 

A study was also made of the perfor- 
mance of the following types of invest- 
ment over the past ten years: 

1. Common Stocks — represented 
by Moody’s Common Stock Averages 
(annual averages covering 200 stocks). 

2. U.S. Government Bonds — repre- 
sented by 7 bonds averaging 21 years, 3 
months to maturity at the start of the 
period. 

3. Balanced Mutual Funds — repre- 
sented by the average performance of 
nine leading balanced funds. 

The majority of the banks answering 
the survey submitted performance rec- 
ords of at least one trust account which 
was representative of their trusts suit- 
able and eligible for investment in the 
Common Trust Fund, but in which the 
individual holdings had been retained. 
The values of these accounts are as of 
their respective review dates each year, 
as are the Common Trust Fund valua- 
tions. 





TABLE I 


Average Asset Values and Income Payments of Reporting Common Trust Funds 
and Selected Balanced Mutual Funds 


Average Principal Values 


Year CTF Unit Value 


Average Income Payments 
Mutual Fund 


Mutual Fund Share’ CTF Yields Income Payments 
ot) REE ea Raee mes $26.04 $16.33 4.06% $0.74 
Lo a ee 27.54 17.22 4.10 0.69 
1952 28.57 17.78 3.93 0.72 
1953 28.78 17.12 4.02 0.71 
1954 32.38 20.65 3.78 0.72 
1955 35.85 22.88 3.57 0.78 
1956 36.95 22.68 3.72 0.81 
| i os 35.10 20.45 4.01 0.81 
UU ie 39.86 23.51 3.71 0.81 
1959 42.48 24.22 3.58 0.80 
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TABLE II 


Principal and Income Performance of Average Account by Type of Investment 


Principal Valuation 


Year Common 

Trust Individual 

Funds Securities 
1950 $32,218 $32,218 
1951 34,066 33,613 
1952 35,341 33,992 
1953 35,600 35,284 
1954 39,953 38,365 
1955 44,246 44,474 
1956 45,707 46,285 
1957 43,418 44,450 
1958 49.304 45,829 
1959 52,477 50,912 


Selected Balanced Common 
Common’ U.S. Gov't Mutual Trust 
Stocks Bonds Funds Funds 
$32,218 $32,3963 $32,218! $1,308 
38,379 31,052 31,943 1,396 
41,101 30,627 33,914 1,389 
41,720 29,370 33,606 1,431 
51,019 30,059 41,320 1,510 
67,247 30,202 47,018 1,579 
74,805 28,957 47,364 1,700 
71,889 28,246 45,174 1,741 
75,647 28,995 53,884 1,829 
93,668 26,400 59,382 1,878 


‘Original investment adjusted for 7.5% average loading charge. 


“Represented by Moody’s common stock averages. 


3$31,500 face amount. 


Income Receipts 


Indiv. 
Secs. 
$1,426 
1,518 
1,536 
1,556 
1,585 
1,693 
1,792 
1,803 
1,802 
1,873 


Common’ U 
Stocks 


$2,022 $ 
2,343 

2,257 

2,292 

2,423 

2,721 

3,042 

3,111 

3,031 

3,099 


/.S. 
Gov'ts 


787 
787 
787 
787 


Balanced 
Mutual 
Funds 


$1,350 
1,279 
1,373 
1,393 
1,440 
1,602 
1,722 
1,789 
1,856 
1,902 





The seven United States Government 
bonds are followed through the period 
as they begin to approach maturity. In 
other words, the table does not reflect 
the price of a 21-year bond for each year 
under discussion but represents a pic- 
ture of what happens to that bond as it 
becomes a 20-year, then 19-year and 
finally, an 11-year issue. This seems the 
only fair way to reach a conclusion as to 
the total income derived and value of 
the investment each year if the average 
trust had been invested in $31,500 my- 
thical U.S.A. Treasury 214’s due April 
1, 1971 on January 1, 1950. In this in- 
stance the starting valuation is slightly 
different because most United States 
Government Bonds cannot be purchased 
in less than $500 units. 


Balanced Mutual Funds were selected 
for comparison. It is this type of Fund 
that more nearly approaches the diversi- 
fication sought after by the discretion- 
ary Common Trust Funds. The initial 
investment of $32,218 is reduced by sev- 
en and one-half percent to allow for the 
normal loading charge. It is assumed 
that the security profits are reinvested in 
additional shares as of the close of each 
fiscal year at the average net asset value. 


Benefits to Trustees and Customers 


The results of the survey have indi- 
cated that an average loss of 16% is sus- 
tained by banks in the operation of a 
$25,000 trust account invested in four 
common stocks, two preferred stocks 
and two bonds. Assuming that the nor- 
mal compensation for the operation of 
an account of this size is approximately 
$125 per annum, the cost of handling is, 
therefore, $149. Translated into dollars, 
savings of 41% by use of a Common 
Trust Funds, means that the cost of han- 
dling such an account is $87.91 per 
year, or a saving of $61.09. Thus, the 
bank will obtain a profit of $37.09 per 
account. Several banks stated that they 
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charge 20% less for handling an account 
invested entirely in their Common Trust 
Funds. In such cases, the profit would 
be reduced to $12.09 per account. 

The studies on common stocks and 
United States Government Bonds were 
included so that notice might be taken 
of the performance of equities and inter- 
est rates during the period under review. 
The records of these two types of invest- 
ment might very well be used as exam- 
ples in strengthening the argument for 
diversification. A prudent trustee would 
hardly invest a trust account entirely in 
commons or bonds unless so directed by 
the parties in interest. The long-term 
secular trend of the period was upward, 
at the close of the year 1959, the ratio 
of stock prices to earnings was abnor- 
mally high and bonds, on average, yield- 
ed more than common stocks. Prices of 
the U. S. Government bonds were driven 
downward both by the erosion in value 
of the dollar and by the advance in in- 
terest rates. If an investor had placed all 
of his funds in long-term Governments 
in 1950, he not only would have had less 
principal by the close of 1959, but his 
purchasing power would have declined 
progressively. This merely points out 
that, with the vagaries inherent in our 
economic system, diversification of in- 
vestments should receive paramount con- 
sideration. 

The Common Trust Fund _ record 
might very appropriately be compared 
with those of the Balanced Mutual Fund 
and the balanced group of individual se- 
curities. It will be noted that these three 
types of investment behaved, to a con- 
siderable degree, in like manner. The in- 
dividual list of holdings and the Com- 
mon Fund performed almost identically 
until the recession of 1957, after which 
the Common Fund continued more ra- 
pidly on its upward climb and had a 
3.8% greater value by the end of 1959. 
The performance of the average Bal- 
anced Mutual Fund was somewhat less 


ANCILLARY 
SERVICE in 
TEXAS 


emphasis 





on Oil and Gas 
Properties 


85th Year 
of Dependable, Personal 


NI 





Service 


Trust Department 


National Bank 


MEMBER FEDERAL DFPOSIT INSURANCE CORPORATION 


827 








stable. However, at the close of the pe- 
riod under review, the value of the in- 
vestment in the average Balanced Mu- 
tual Fund was 17.1% greater than the 
same investment in our average Com- 
mon Trust Fund. 

This larger principal value was un- 
doubtedly due to several specific factors. 
In the first place, the average investment 
in common stocks was approximately 
13% greater than that in the average 
Common Trust Fund. Secondly, the Mu- 
tual Funds have been under greater pres- 
sure to capitalize gains in order to com- 
pete against each other. Many stocks 
paying little or no dividends have been 
purchased by these Funds, with maxi- 
mum growth potential being stressed. 
Of course, quite a few stocks of this type, 
with no dividends being paid thereon 
and with no established records avail- 
able for scrutiny, are not eligible or 
suitable for purchase in a Common Trust 
Fund. 

The Common Funds have been pre- 
vented from advertising, and trustees, 
historically, have not traded in and out 
of securities. If they hold good quality 
issues in a trust, they are more inclined 
to retain than to sell them with the 
thought of buying them back at cheaper 
prices later on. To a degree, this phi- 
losophy stems from the fact that, in most 
cases, the life tenant and remainderman 
in a trust are different persons, and the 
holding of cash awaiting favorable buy- 
ing opportunities has an immediate ef- 
fect on the income of the life beneficiary. 
Thirdly, trustees are under continuous 
scrutiny of the courts and are inclined 
to be quite. conservative in the purchase 
of securities, particularly as they are 
subject to surcharge if lack of good 
judgment can be proved against them. 

As far as Income is concerned, a life 
tenant would have rece‘ved $848 more 
cash over the period if he had permitted 
the trust to remain invested in individual 
securities instead of authorizing rein- 
vestment of the entire account in the 
Common Trust Fund. This difference 
amounts to an average increase in yield 
of approximately one-quarter of one per- 
cent. The Income produced by the aver- 
age Common Trust Fund was almost 
identical with that of the average Bal- 
anced Mutual Fund. 

Taking both Principal and Income in- 
to consideration, it would seem that the 
banking institutions of the United States 
have justified the establishment of the 
Common Trust Fund in that they have 
been able to provide satisfactory service 
to their trust customers without continu- 
ing losses to themselves. They have ob- 
tained stability of income and principal 
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TABLE III 


Summary of Performance of Average Account Invested in Selected Types of Holdings, 


Period 1950-1959 
In Constant Dollars, 1950 = 100 


Value at Value at Dollar Percentage Total Average 
Type of Holdings Start of nnd of Gain or Gain or Income Yield on 
Period Period Loss Loss Produced Cost 
Common Trust Fund — $32,218 $41,351 $ 9,133 28.3% $13,606 4.22% 
Individual Securities _ $32,218 $40,118 $ 7,900 24.5% $14,454 4.48% 
Common Stocks __..__. $32,218 $74,510 $42,292 131.2% $22,865 7.09% 
Selected U.S. 
Government Bonds _.__ $32,396 $20,803 —$11,593 —36.0% $ 7,870 2.42% 
Selected Balanced 
Mutual Funds _.....___. $32,218 $46,792 $14,574 45.2% $13,649 4.23% 


(Note: U.S.A. Government Bond not purchasable in less than $500 amounts.) 





values on a gradually rising scale, and 
succeeded in reducing the cost of opera- 
tion of smaller trusts. 


Recommendations 


As the operation of Common Trust 
Funds permits banks to obtain substan- 
tial profit, consideration might very well 
be given to reducing fees in accounts in- 
vested entirely in such Funds. It would 
appear that such reductions not only are 
warranted but that this action would en- 
courage additional trust business from 
individuals who need this type of serv- 
ice but cannot afford it at the present 
time. The increased scope should enable 
banks to operate their Common Funds 
at even greater profits. 

There are untold numbers of individ- 
uals who have never heard of Common 
Trust Funds. It is believed, therefore, 
that much more good than harm would 
result from the relaxation of the restric- 
tions against advertising. The wide dis- 
tribution of information on the Common 
Trust Fund might very well open up new 
avenues to individuals who have been 
seeking a service of this nature and who 
would want to compare the performance 
of one Fund against that of another. 
Certainly the banks, who have been 
steeped traditionally in conservatism, 
would not forget their responsibilities as 
trustees and suddenly turn to specula- 
tive endeavors. On the other hand, a cer- 
tain amount of competition might be 
good for trust banking as a whole, par- 
ticularly if it encourages trustees to be 
more alert to do an efficient job and if it 
eliminates any tendency toward compla- 
cency. 

The thought has also presented itself 
that the limitation of $100,000 per trust 
account serves no useful purpose. Who 
is to say that a Common Trust Fund 
cannot provide as great a benefit to a 
$125,000 or $150,000 account as to a 
$100,000 trust? In addition, the law 
provides today that two or more trusts 
must be considered as one for Common 


Trust Fund purposes, when they are es- 
tablished by the same person, either by 
deed or will, and when as much as 50% 
of the income is received by the same 
beneficiaries. Each of these trusts might 
total any amount under $100,000 and, 
for court accounting purposes, will have 
to stand on its own record. Yet all are 
automatically considered as one account 
when the question of Common Trust 
Fund investment arises. 

Many small trust departments have 
not been able to furnish to their trust ac- 
counts the advantages afforded by a 
Common Trust Fund because they have 
deemed the operation of such a Fund to 
be too expensive. This difficulty might 
be overcome if the smaller trustees name 
their larger correspondents as agents 
and if the current regulations are ex- 
panded to permit the inclusion of the 
agents’ Common Trust Funds in such ac- 
counts. Thus, the benefits of the wide 
diversification afforded by the larger 
Funds would be extended to persons 
whose trust accounts had been estab- 
lished in a small trust company. (cf. 
“Bank Fiduciary Fund for Multiple 
Bank Participation,’ Trusts aNp Es- 
TATES, March °59, p. 244; also “Bank 
Fiduciary Fund,” Feb. °56, p. 143.) 


Some Current Problems 


Trustees operating Common Trust 
Funds have been confronted with many 
problems which could not have been 
foreseen in the early period of growth 
of this form of institutional investment. 
Through the cooperation of the Ameri- 
can Bankers Association and the regula- 
tory authorities, many have been over- 
come. However, some problems. still 
exist. 

Some of the pioneer Funds are pres- 
ently reaching a point of maturity. After 
twenty years of operation, some trustees 
have arrived at a position where few 
further participations can be made ex- 
cept in the case of new accounts. Many 
trusts have been completely invested in 
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the Common Fund; other trusts have 
had their individual securities reduced 
to such a minimum that any further re- 
ductions could be made only at a dis- 
tinct disadvantage to the trust either in 
the loss of income or principal. In the 
past, most trustees have been reluctant 
to make a participation in a Common 
Trust Fund if they could not at least 
duplicate income. This means that, to- 
day, many “high income producers” re- 
main in the individual trusts, the sale of 
which would bring complaints from 
beneficiaries. 


In addition, there are outstanding 
many common stock issues on which ex- 
tremely large capital gains exist. To sell 
these without taking offsetting losses, 
would mean less principal cash available 
with which to purchase additional units. 
In this stage of maturity, many of the 
contributing trusts are terminated by 
reason of the death of settlors or life 
tenants, or the occurrence of certain 
events. Therefore, because of the dearth 
of new participations, security sales have 
to be made to provide cash for distribu- 
tion. One of these earlier Common Trust 
Funds has reported a substantial excess 
of withdrawals over participations in 
eleven out of the last twelve months. 


Capital Gains Tax 


Hand in glove with the problem of 
Common Trust Fund maturity, is the 
question of Federal Income Tax on capi- 
tal gains. When sales are made to pro- 
vide cash for distribution or reinvest- 
ment, many of the older Funds find 
themselves confronted with the problem 
of having to apportion resulting taxes or 
gains against the individual trusts. Most 
institutions try to keep this tax et a 
minimum by establishing offsetting loss- 
es but this is not always possible or de- 
sirable, and substantial tax charges are 
incurred. As a result, a newly partici- 
pating trust could find itself in the posi- 
tion of having a paper loss on its Com- 
mon Trust Fund investment and, at the 
same time, having to pay a capital gains 
tax. 

This tax problem is even more acute 
in Legal Common Trust Funds which are 
being operated in states which limit com- 
mon stock investments to a certain per- 
centage of the total portfolio. In these 
states, the operating institution has to 
sell sufficient commons to bring the per- 
centage down to the legal maximum be- 
fore any additional participations can 
be made in the Fund. After experiencing 
the inflationary upsurge of the past de- 
cade, it is almost impossible for a trust 
company to make a group of equity sales 
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from a mature Fund without establish- 
ing some capital gain. 

In the early days of Common Trust 
Fund growth, interest rates averaged less 
than 214%. This made it comparatively 
easy for a trustee to improve income for 
an individual trust by selling an average 
group of investments and reinvesting the 
proceeds in a Discretionary Common 
Trust Fund. As has been intimated, the 
majority of trust investments prior to 
World War II consisted of fixed income 
securities. Beneficiaries, therefore, were 
willing, in most cases, to have transfers 
made to Common Trust Funds because 
they benefited directly in increased pur- 
chasing power. Today, with interest rates 
at their highest level in thirty years, trus- 
tees have a much more difficult problem. 
For instance, in 195], when rates on 
United States Government bonds were 
pegged, banks could sell U. S. Treasury 
21%’s due 6/15/1967-72 at par to yield 
214%. At the end of the period under 
review, most direct obligations of the 
Government yielded between 444% and 
5%. Of course, the door is not com- 
pletely closed because there are still out- 
standing quite a few bonds, carrying low 
coupons, which are approaching matur- 


ity. 
Competition 


In recent years, the Common Trust 
Fund has received great competition 
from open-end investment trusts. The 
objectives of mutual funds vary widely, 
and investments are accordingly made 
in different types of securities. Invest- 
ment company salesmen promote the dis- 
tribution of their shares which are wide- 
ly advertised in many cases. Banks, of 
course, are limited in advertising their 
Common Trust Funds by the restrictions 
imposed by Regulation F.* Even those 
who receive annual reports on Common 
Trust Funds as co-trustees or beneficia- 
ries sometimes compare unfairly the per- 
formance of such Funds with that of mu- 
tual funds. Nearly all mutual funds dis- 
tribute capital gains along with income, 
and many uninformed individuals add 
both distributions together in computing 
the yield on their investment. 

None of these problems would appear 
to be insurmountable, and banks are at- 
tempting to obtain solutions through co- 
operative efforts. Certainly the Common 
Trust Fund will continue through the 
years to be one of the prime instruments 
used by corporate trustees to furnish 
more extensive and better trust services 
at reasonable prices. 





*Cf. “Common Trust Fund Publicity — Oppor- 
tunities and Cautions,’’ TRUSTS AND ESTATES, Dec. 
54, p. 1072. 


New Rules on Common Trust 
Fund Transfers 


The Internal Revenue Service has es- 
tablished new conditions for tax-free 
inter-trust transfer of common _ trust 
funds. Following the Wiggin case, the 
IRS decided early this year that the 
transfer of units of participation in com- 
mon trust funds from one trust to an- 
other would not be regarded as a with- 
drawal, under Code Sec. 584(e), if the 
same person was the sole beneficiary of 
each trust and the trustee did not change 
(see T&E, Mar. 60, p. 261). It also said 
that an earlier, contrary ruling would be 


modified. 


The January ruling has been super- 
seded by Rev. Rul. 60-256 (and the ear- 
lier, contrary ruling modified), with the 
following conditions specified for tax- 
free inter-trust transfers of 
trust funds: 


common 


1. No funds may change hands. 


2. There may be no surrender of the 
indicia of ownership of the units of par- 
ticipation. 

3. Nothing may be received by the 
beneficiary-taxpayer. 

4. The trustee and sole beneficiary of 
each trust must remain the same. 
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We go miles out of 
our way to be helpful 


(Hubert, the Harris Lion, tells another true 
story about our correspondent service) 


“Not too long ago, one of our Harris 
men was visiting at a correspondent 
bank when a customer came in with a 
ticklish problem. He wanted to sell a 
piece of farm equipment and he wanted 
to sell it that day. But he couldn’t close 
the deal until the buyer’s check, which 
was drawn on a bank in a neighboring 
town, had cleared. 

“Well, right then and there our man 
volunteered to drive to the town (15 
miles), have the check cleared, and get 
word to the bank right away. That’s 
what he did. The check was good, of 
course, and the deal went through that 
afternoon. 

‘Our correspondent customers get 
first-rate professional service. But the 
big thing at Harris is personal service. 
We hope you'll keep this in mind when 
iinet. you're thinking about a new correspon- 
ccccafhe dent relationship. We’d like to have you 
$8SS5555 with us.” 

















New home for a great tradition 


This is the enlarged Harris Bank 
Building at Clark and Monroe Streets, 
with the 23-story addition soon to be 
completed. Here in Chicago’s newest 
large banking home, the Harris tradi- 
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tion continues. The heart of the Harris mn TN: 























remains in the people who serve you. 


HARRIS ® BANK 


Organized as N. W. Harris & Co. 1882—Incorporated 1907 
111 WEST MONROE STREET—CHICAGO 90 


Member Federal Reserve System... Federal Deposit Insurance Corporation 
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CORPORATE FINANCE ANALYSES .. . 





N THE ABSENCE OF EXCEPTIONAL CIR- 
—dhearstiaeay any sale of a company’s 
product will represent a gain in accounts 
receivable and a decline in inventories. 
Because of one established criterion, that 
one list as current assets only those ac- 
counts that may be expected to reach 
cash within twelve months, it becomes 
possible, to state that all product sales 
will represent an increase in current as- 
sets, except when such sales have been 
made below costs. Similarly, receipt by 
a company of dividends and interest will 
also represent an increase in current as- 
sets. 

Against the flow of current assets that 
stems from product sales, we have the 
continuous depletion of current assets 
that follows from meeting operating 
costs and charges. Net current assets at 
any cut-off point will represent the resid- 
ual amount of assets (due most gener- 
ally in a single year) less the amounts 
of the drain on these assets built up by 
the normal flow of business. 


Pre-Depreciation Income 


Pre-depreciation income represents 
the amount of income left after all 
charges, other than depreciation, inter- 
est, and income taxes, have been deduct- 
ed from total business revenues, as fol- 
lows: 


Total revenues 

Costs and charges other than shown 
below 

Pre-depreciation income 

Less — Depreciation, etc. 

Pre-tax income 

Less — Taxes, ete. 

Net income 

Less — Preferred dividend require- 
ments 

Net income applicable to common stock 

Less — Common stock dividends paid 
in cash 

Net income for period — reinvested 

Less — Security retirements 

Balance 

Add — Depreciation, etc. 

Cash flow income, net of security re- 
tirements and dividends 


The total amounts payable to security 
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THE BASIC PAY-OUT RATIO 
OF THE FIVE LEADING CIGARETTE MANUFACTURERS 


holders and for taxes, which represent 
interest, taxes, preferred stock dividends, 
common stock dividends, and security 
retirements is deducted from pre-depre- 
ciation income to arrive at cash flow in- 
come, net of dividends and security re- 
tirements. This latter figure is the resid- 
ual amount that the business has devel- 
oped from earnings, including deprecia- 
tion, and after the company has paid to 
its security holders all amounts which it 
considers expedient. 

For convenience in classification we 
can net-divide the payments to security 
holders, as follows: 


Required payments 
Interest on debt 
Repayment of debt in accordance 
with indentures 


Priority payments 
Preferred dividend payments 
Repayment of preferred stock (usu- 


ally conditional on payment of 
dividends) 


Contingent payments 
Taxes related to income 


Volitional payments 
Common stock dividends 
Acceleration or prepayment of debt 
and or preferred stock maturities 


Basic Pay-Out Ratio 


After a company has deducted from 
pre-depreciation income the total 
amounts due to security holders and for 
taxes, it will normally have a balance 
which we have labelled as “Cash flow in- 
come net of security retirements and 
dividends.” 


To compute the basic pay-out ratio we 


deduct from “pre-depreciation income” 
the amount of “cash flow income net of 
security retirements and dividends” to 
obtain the total that has been made 
available for distribution to security 
holders. This latter amount taken as a 
percentage of pre-depreciation income 
will provide the basic pay-out ratio for 
the company for the period under re- 
view. 

During the period of rapid company 
expansion, the basic pay-out ratio will 
tend to be small as the major portion of 
earnings, excluding debt and maturity 
expense, will be plowed back into the 
company. When growth becomes stabil- 
ized, or is no longer apparent, the com- 
pany will tend to stabilize basic pay-out 
ratio at a higher level. As plowed back 
earnings cease to promote expansion, 
the company can distribute such earn- 
ings to share holders. 


Reynolds Tobacco, with the lowest 
basic pay-out ratio, was slated for a divi- 
dend increase which was announced in 
July. With a residual of cash and depre- 
ciation totalling $5.2 million, it is un- 
likely that Liggett & Myers can main- 
tain its present dividend rate unless 
there is a definite improvement in earn- 
ings. 

All of the cigarette companies with a 
stabilized business and prospects for di- 
versification into new lines somewhat re- 
mote can maintain high basic pay-out 
ratios. Another company with higher de- 
preciation charges and a less stable busi- 
ness would require maintenance of a 
basic pay-out ratio substantially lower. 





BASIC PAY-OUT RATIO 


Pre-depre- 
ciation 
Reynolds $213.2 
American 147.1 
Liggett & Myers 71.3 
Lorillard 66.3 
Philip Morris 45.1 


Cash flow Ratio C/F Basic 
income, income to Pay-out 
net total revenue Ratio 
$49.8 3.9% 76.6% 
22.1 1.9 84.9 
5.2 0.9 92.7 
12.5 2.5 81.1 
7.8 1.7 82.7 
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Uniform Testamentary 
Additions to Trusts Act 
Approved 


The National Conference of Commis- 
sioners on Uniform State Laws, at its 
meeting in Washington last month, ap- 
proved a Uniform Testamentary Addi- 
tions to Trusts Act, which was then ap- 
proved by the House of Delegates of the 
American Bar Association. The text of 
Section 1 reads as follows: 

“A devise or bequest, the validity of 
which is determinable by the law of this 
state, may be made by a will to the 
trustee or trustees of a trust established 
or to be established by the testator or 
by the testator and some other person 
or persons or by some other person or 
persons (including a funded or unfunded 
life insurance trust, although the trustor 
has reserved any or all rights of owner- 
ship of the insurance contracts) if the 
trust is identified in the testator’s will 
and its terms are set forth in a written 
instrument (other than a will) executed 
before or concurrently with the execu- 
tion of the testator’s will or in the valid 
last will of a person who has _ prede- 
ceased the testator (regardless of the 
existence, size or character of the corpus 
of the trust). The devise or bequest shall 
not be invalid because the trust is 
amendable or revocable, or both, or be- 
cause the trust was amended after the 
execution of the will or after the death 


of the testator. Unless the testator’s 
will provides otherwise, the property so 
devised or bequeathed (a) shall not be 
deemed to be held under a testamentary 
trust of the testator but shall become a 
part of the trust to which it is given 
and (b) shall be administered and dis- 
posed of in accordance with the pro- 
visions of the instrument or will setting 
forth the terms of the trust, including 
any amendments thereto made before 
the death of the testator (regardless of 
whether made before or after the execu- 
tion of the testator’s will) and, if the 
testator’s will so provides, including any 
amendments to the trust made after the 
death of the testator. A revocation or 
termination of the trust before the death 
of the testator shall cause the devise 
or bequest to lapse.” 

Section 2 provides that the act is to 
have no effect upon any devise or be- 
quest made by a will executed prior to 
its effective date. 

The remaining sections are formal. 


A A A 


A trust department with two full time 
new business men might find it worth 
while to use one of them entirely on re- 
tention calls in the opinion of Frank D. 
Miller, vice president and trust officer, 
Citizens & Southern National Bank, At- 
lanta, writing in the August FPRA 
Bulletin. 
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Validity of ‘“‘Pour Over 


Trusts’’* 

Ala. _..Yes1-C Mont. = Yes 2-§ 
Aleaka 0. 3 Neb. i... Yes 2.5-6 
Ariz, ......Yes1-C Nev. Yes 1-C 
Ark. eae egy Kec eee Yes 1-C 
Caht, ...Vesa-C  WN.id.- Yes 1-C 
Col: ........ Wess NN. M:- 3 
Conn. Yes1,4-S N. Y. Yes 1-C 
Del. Yes2-S N.C. Yes 2-§ 
D; Yes2-S N. D. 3 
Fla. Yes 2-S Ohio Yes 1-C 
re Yes1-C Okla. 3 
Hawaii ___ _8 Ore. Yes 2-S 
Ida. 3 Fa. Yes 2-S 
Til. ~~ eS 2SS. Hy I. Yes 2-S 
Ind. Yes2-§ 8. €. Yes 1-C 
Ta, Yesi-C 8S. D. 3 
Kan. _..YesisC ‘Tenn. Yes 1-C 
Ky. Yes1-C Tex. Yes 1-C 
La. NoC Utah Yes 1-C 
Me. Yesi-C Vt. NoC 
Md. : Yes2-S Va. Yes 2, 6-S 
Mass. Yes1-C Wash. Yes 2-S 
Mich. Yes1-C W. Va. Yes 1-C 
Minn. Yes1-C Wisc. Yes 2-S 
Miss, _.... Yes 2-S_ Wyo. _Yes 2-§ 
Mo. as SORA. 


EXPLANATORY NOTES 


1. A testamentary bequest or devise 
to a trustee of an amendable inter vivos 
trust in existence at, or prior to, the 
date of the will is valid provided the 
dispositive provisions of the inter vivos 
trust were not amended after the date 
of the testator’s last will. (No opinion 
is expressed as to the effect of any such 
amendment after the date of the testa- 
tor’s last will.) 


2. A testamentary bequest or devise 
to a trustee of an amendable inter vivos 
trust in existence at, or prior to, the 
date of the will is valid even if the trust 
was amended after the date of the testa- 
tor’s last will and the property so be- 
queathed or devised shall be treated as 
an addition to the trust and governed by 
the terms of the trust as amended. 

3. No opinion available. 
with- 
change of 


4. But mere addition to, or 
drawal from principal, or 
trustee is permissible. 

5. Unless the inter vivos trustee, or 
one of the co-trustees is a corporate trus- 
tee authorized by law to exercise trust 
powers, the property bequeathed to the 
inter vivos trust will be administered as 
though held under a testamentary trust 
created by the will. 

6. One trustee (if more than one) 
must be an individual resident of state 
or a corporation doing business in state. 
Foreign corporation is ineligible. 

C.—Based on opinion of counsel. 

S.—Based on statute. 





*Compiled by LEON SCHAEFLER of New York 
from opinions obtained from members of The Edi- 
torial and Research Committee of the American Col- 
lege of Probate Counsel, copyright owner, whose 
permission to reproduce the accompanying table has 
been granted to T&E. 
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°VE HEARD GAMBLING DEFINED AS A 
fed way to get nothing for some- 
thing — and when I gamble that’s usu- 
ally what I get. But there are men whose 
experience with risk-taking has been 
more profitable than mine; and because 
another specific use for life insurance 
is part of the story, I want to tell about 
one man who has made a lot of money 
buying into businesses I’d rate as highly 
speculative. 

“I suppose you could call me a gamb- 
ler.” he admitted, “but I do know the 
odds — and I hedge my bets.” 

He said that when he buys a piece of 
a business, he’s backing his judgment 
of men and their ideas. adding “It has 
to be a business I know something 
about, and I insist that the men with 
the ideas be insured.” 

Not long ago he put $35,000 into a 
company organized to manufacture one 
of the products in the electronics field. 
The success of this venture depends 
largely on one man, and he is insured 
for $100,000 in favor of the corpora- 
tion. . 

“If our man lives, I think I have 
better than a fifty-fifty chance at a 
long profit. If he dies, the corporation 
will have a hundred thousand of liqui- 
dating capital — so I shouldn't lose 
much.” 

He also told how life insurance fits 
into his own estate plan: “I buy life 
insurance to underwrite of the 
profits Ill make if I live — not just to 
bail out my estate, if I happen to die 
owing more than my collateral is worth. 


some 


I’m not so interested in planning my 
estate so there'll be minimum taxes to 
pay — what I really want to do is build 
one that’s so big itll be worth paying 
the maximum tax to get.” 

As he has already done very well, 
and is still a relatively voung man, he 
may wind up really rich. But he left 
oul a part of the story I happen to 
know. Even though he isn’t interested 
in the bolts and nuts of effective estate 
planning, he has been smart enough to 
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ask for and accept the advice of some 
men who are. I don’t know who first 
brought them together, but he’s work- 
ing closely with a trust officer, a lawyer. 
an accountant, and a life underwriter — 
and though he may not care about min- 
imizing his taxes, they do. 


Annuities as an 
Investment Hedge 


From his own viewpoint, of course, a 
fixed dollar annuity is about as non- 
speculative as any investment a man 
could make. But under certain circum- 
stances, an annuity can also be used to 
put a solid floor under an out-and-out 
gamble. 

A man in his mid-60’s, with a sub- 
stantial estate and in a relatively high 
income tax bracket, wanted to put some 
money in a new business being devel- 
oped by two young men he knew and 
liked. 

“T know it’s the rankest kind of spec- 
ulation.” he said, “but if they do as 
well as I think they may, the return 
would be at least ten to one — and it 
could be fabulous.” 

Even so, he had about decided he'd 
have to say No — apparently he needed 
all the income he had — when a life 
insurance man told him about the an- 
nuity floor I’ve mentioned. Because of 
the favorable tax treatment of annuities, 
he was able to sell a block of securities 
paying him 4‘7, buy an annuity that 
would give him as much after-tax in- 
come as he was getting, and free nearly 
80°. of the proceeds for investment in 
the new business. 

He bought the annuity and took his 
gamble. “My estate’s in good shape, 
and my heirs don’t need this money,” 
he said, “but you can be sure they'll be 
delighted if these boys do half the job 
they think they will.” 

The insurance man told “In- 
come-wise, he can’t lose. And as he’s 
been lucky all his life, it’s my guess 
he'll bring in another winner — if he 
has to live until he’s ninety to do it.” 
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Seasoned Additional Collateral 


I have always understood that Charles 
Landwehr, who controlled and built the 
Holland Furnace Company. was the 
first man to be insured for as much as 
a million dollars in favor of a business. 

Like successful industrialists, 
Landwehr had an avocation that inter- 
ested him almost as much as his busi- 


many 


ness — though his was actually a sec- 
ond career, He was a substantial owner 
and president of Holland, Michigan’s, 
largest bank. 

During a lunch given him by some 
them asked 
Landwehr what he thought of business 
life insurance. “I don’t mean what do 
you think of it as the head of a big 
industry,” the questioner qualified. “You 


life insurance men, one of 


control the Holland Furnace Company, 
and you obviously wouldn’t authorize 
paying the premiums on a million dol- 
lars, unless you considered the protec- 
tion essential to the business. What we'd 
like to hear is your opinion of business 
life insurance — as a banker.” 

His opinion. boiled down to this: 
“The businessmen of Holland have 
learned that when they need commercial 
credit, we like the better if we 
can have life insurance as additional 
collateral. After all, we’re in the bank- 


loan 


ing business, and we don’t want to have 
to go into their business. But, in our 
opinion, the really Triple-A credit risk 
is the man who offers as seasoned life 
insurance — policies he bought five, six, 
maybe ten years ago policies with 
reserves that would carry them for some 
time, if necessary — policies he took 
out because he thought ahead and knew 
that, someday, he’d need them. That 
man has business foresight, which can’t 
be bought or taught. If he lives, the 
chances are heli make money with our 
loan.” 


From the Loan Point of View 


I was reminded of that Landwehr 
“banker’s opinion” the other day, when 
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a friend of mine told me about a $50,- 
000 case he had just handled. 


It was a key-man policy on the sec- 
ond man in a one-man owned and domi- 
nated business. “A few years ago,” he 
told me, “I had insured the owner for 
a hundred thousand, payable to the 
business — and though I had suggested 
a couple of times that he insure his 
assistant, too, he didn’t seem interested 
and | had never pushed it. His decision 
to buy this fifty was a real surprise, 
especially as he appeared to be more 
concerned with building up the firm’s 
future credit than with proteciing him- 
self against the loss of a valuable man.” 


He said the owner thought the chances 
were the business would continue to 
grow; that if it did, they'd be able to 
use a long-term loan to good advantage; 
and that he was trying to look at the 
picture the men who would have to ap- 
prove a loan of that type would see. 


Quoting the owner: “We’re in a 
sound business, with fine growth pos- 
sibilities. If I died, I believe the com- 
pany could be continued successfully, 
but if not, the insurance on my life 
would give ample protection to any 
creditor. As of now, I’m fully capable 
of running the business — alone, if | 
had to — but I’m not getting younger. 





This means that if Harold died, replac- 
ing him would be an important prob- 
lem, perhaps a difficult one. Therefore, 
if I had the responsibility for approv- 
ing a long-term loan to this firm, I’d 
want to know there’d be a substantial 
cash cushion, if Harold died, to protect 
against a mistake in hiring his succes- 
sor.” 

He told my friend he had two reasons 
for wanting the insurance then, rather 
than later on. He wanted to be certain 
Harold could get it. And he felt that 
life insurance, bought in advance of a 
foreseen need, would be more impressive 
collateral than a policy taken out to 
comply with a potential creditor’s re- 
quest. 


The “Fringe” Incorporators 


In don’t know whether the rush of 
partners and sole proprietors to incor- 
porate their businesses is as heavy now, 
two years after Sections 1371-1377 of 
the Revenue Code became effective; but 
I’ve just talked with a lawyer who 
says he is getting about as many in- 
quiries as ever from businessmen who 
are considering this move. 

He tells me there are three common 
reasons for their interest besides the 
limited liability of the corporate form 
of doing business: the chance it gives to 
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take corporation losses the year they 
occur; the added flexibility of the cor- 
poration’s separate entity and the right 
which incorporating gives the former 
partners, or a proprietor, to share per- 
sonally in tax favored fringe benefits 
paid by the firm. 


In most instances, he thinks the 
chance to buy fringe benefits is of 
more interest than the other reasons 
combined. 

I said I’d have expected the Treasury- 
inspired amendments to the pending 
self-employed pension legislation (limit- 
ing the benefits a corporation can buy 
for its owners) would have frightened 
off a good many of what he refers to 
as “fringe” incorporators (his name). 
“T haven’t noticed it,” he told me. “Of 
course no one knows what Congress 
will do, but I don’t believe there’s any 
likelihood of those amendments becom- 
ing law. For years, the Treasury has 
been fighting against allowing income 
tax deductions for contributions to a 
self-employed pension plan — but this 
year it looked as though enabling leg- 
islation might get through both the 
House and the Senate, and with no 
certainty of a presidential veto. I’d say 
the amendments are strictly a tactical 
maneuver. made to block a bill they’re 
afraid would cut tax revenues. I don’t 
think the Treasury has any desire to 
interfere with the employee benefit set- 
up we already have.” 

I’ve talked with three other men who 
have followed this self-employed pen- 
sion legislation closely, and their think- 
ing agrees substantially with this opin- 
ion. One is a lawyer who has had ex- 
tensive dealings with the Internal Reve- 
nue Service, and he gave one cautionary 
suggestion for partners and proprietors 
who may be thinking of incorporating 
primarily to make themselves eligible 
for employee benefits. 

“Although I don’t expect any serious 
restrictions or limitations, there has 
been no softening in the requirements 
for qualifying tax favored employee 
benefit plans. Importantly — there must 
be no discrimination, now or in future, 
in favor of stockholders or other higher 
paid employees: and the schedule of 
benefits must be reasonable. I advise 
mv own clients to get a technical letter 
ruling from the IRS on the specific 
plan they want to qualify, before they 
incorporate, if the plan is going to give 
them a tax advantage that is their real 
reason for incorporating.” 


EpiTor’s Note: The author will wel- 
come suggestions of topics as well as ex- 
periences or activities of interest. 
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The last place you look is the first place you 
find what you’re looking for, according to the 
old adage. 

The point is: look first where you are most 
likely to find what you want. 


And many attorneys requiring practical, 


| businesslike assistance look first to Hanover 


—and find what they are looking for. 
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MONG THE VARIOUS “SETTLEMENT 
P  conie available under one’s per- 
sonal endowment insurance (and other) 
policies is the so-called joint-life-and- 
last-survivor option. Under such an op- 
tion one may accept, in lieu of the sum 
insured on maturity, an income for one’s 
own life continued thereafter (in whole 
or as to a stipulated part) to a surviv- 
ing beneficiary whose age (and sex) is 
known at the time the option is exer- 
cised. 


Thus, for example, if a male aged 65 
had a 15-year-old $10,000 endowment 
policy maturing with the Connecticut 
General this year he could accept, in lieu 
of this $10,000, an annuity of $56.10 a 
month for life with two-thirds thereof 
(ice. $37.40) continued to his wife 
should she survive him. This assumes 
that his wife is also 65. 


The “theory” of this option is that 
$10,000 is the single-premium equiva- 
lent of the life annuity with partial re- 
version to a widow of known present 
age. In the long run the insurance com- 
pany expects to balance its income of 
numerous single-premiums of this type 
against its outgo by way of annuity pay- 
ments. Clearly the younger the wife the 
longer the insurance company expects to 
have to pay the annuity and thus the 
smaller is the amount of annuity avail- 
able for the policyholder’s $10,000. 

When the life insurance companies en- 
tered the pension field some thirty years 
ago they naturally extended their “set- 
tlement options” to employees retiring 
under individual-policy plans and (as to 
the “annuity” options) under Group An- 
nuity contracts. It was thus possible for 
an employee retiring at age 65 or earlier 
(under the terms of the plan) to choose, 
instead of his normal pension for life a 
reduced, “actuarially equivalent” pen- 
sion two-thirds, or one-half, or the whole 
of which would be continued to his wi- 
dow or some other beneficiary of known 
age and sex. The lifetime reduction in 
the employee’s own pension was thus an 
installment “premium” for the reversion- 
ary annuity to the widow. 
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IS A WIDOW’S OPTION WORTH ELECTING? 


It was natural, too, to extend these 
options to trust-funded pension plans. 
An interesting corollary of this change 
is that whereas the employer had pre- 
viously been conducting an annuity 
business for his employees he was now 
also undertaking life insurance on _ be- 
half of his pensioners. He was thus add- 
ing the risk of losses on “early” deaths 
to his previous risks of undue longevity 
of his pensioners. Strangely enough this 
resulted in a decrease in overall risk 
provided his retiring employees who 
elected the widow’s option (as we shall 
call it) were an average group. 

It was the fear that only the less 
healthy males would elect the option 
that caused many employers to stipulate 
that their employees would have to make 
the choice at least three .(or even, five) 
years prior to retirement, or else under- 
go a medical examination on retirement. 
In cases where no such early election 
was required steps were taken at least to 
ensure that disability pensioners (who 
nowadays usually receive more than 
employees retiring “early” of their own 
accord) were not allowed to pass any of 
their pensions on to their widows. 

Nevertheless, to quote from the al- 
ready well-known textbook by Hamilton 
& Bronson*: “. . . the use of the option 
among employees who have retired has 
been surprisingly small. The option 
seems attractive, and yet few choose it.” 
This we can confirm from our own ex- 
perience of plans where no “early elec- 
tion” has been required. Even “sub- 
standard” males of 65 do not want to 
bet that their wives will outlive them! 
Or, rather, they are not prepared to pay 
the necessary stake by way of reduced 
pension. 


Illustrative Figures 


In order to see the kind of figures 
that might be presented to a typical em- 
ployee approaching retirement, let us 
consider the case where it is desired to 
provide a surviving widow with one- 





*Pensions. By James A. Hamilton & Dorrance C. 
Bronson. McGraw Hill, New York, 1958. 


half the pension the employee himself 
receives. Furthermore let us consider 
the situation where the employee’s wife 
is the same age as he is and also that 
where she is five years younger. Table 
1 shows the joint-life-and-50% -survivor 
equivalent of a lifetime immediate an- 
nuity of $100 a month to the employee. 
It is based on the a 1949 Table with 3‘% 


interest. 


TABLE 1 


Reduced monthly annuity with 
continuance of one-half there- 
of to surviving widow 
Wife same Wife 5 years 


Age of 
employee at 
retirement 


age younger 
arnt $88.20 $85.10 
Co... 86.90 83.10 
ee ne 85.50 80.80 


As already stated the “premium” paid 
by the retiring employee is, in each 
case, not the single sum (insured) of 
the familiar endowment insurance, but 
the reduction in annuity — suffered 
throughout the male pensioner’s life- 
time. Thus the individual retiring at 
age 55 with a wife his own age is re- 
quired to give up $11.80 (ie. $100 
minus $88.20) a month for as long as 
he lives in order for his widow to re- 
ceive $44.10 a month for the remainder 
of her lifetime. We echo H. & B. in 
thinking this option “attractive.” And 
we note that, in the long run, the em- 
ployees pay for it themselves. 

The foregoing actuarial equivalents 
were calculated in exactly the same way 
as the “settlement options” of ordinary 
life insurance policies. As the employee 
leaves his active employment for retire- 
ment his immediate pension of $100 a 
month (which, prior to age 65, will usu- 
ally result from the “actuarial reduc- 
tion” of a higher amount) is_trans- 
formed into a lower, equivalent amount 
with a survivorship benefit tacked on. 
The implication — which, although ob- 
vious, is often overlooked — is that the 
employee must be alive at the time he 
goes on pension even though he may 
have elected the widow’s option some 
years earlier. If his wife has died in 
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the meantime the option will have been 
automatically invalidated and the em- 
ployee will retire on his full $100 a 
month. 

This arrangement has an unfortunate 
personnel relations disadvantage. Con- 
sider the male employee of 55, fully 
vested in his growing pension accruals, 
who tells his wife that he has nominated 
her to receive one-half his (appropri- 
ately reduced) pension. He dies in the 
company’s service at age 60 and his 
widow receives nothing. 

Obviously if this anomaly — if such 
it be — is to be corrected and the wi- 
dow is to receive an annuity, someone 
must pick up the tab for this extra 
benefit. Let us consider the costs in- 
volved. 


A New Type of Option 


We suppose that the male employee 
of 55 is willing, even anxious, to reduce 
his eventual pension (if he should ever 
live to draw it) in return for some pro- 
vision made for his widow. That is to 
say he is prepared to pay a “premium” 
out of his eventual pension for coverage 
then already past. If he predeceases his 
wife before retiring he wants her to re- 
ceive a benefit without payment on his 
part. However he has not yet decided 
whether he will retire at, or before, age 
65 so he wants this coverage in favor 
of his wife to extend for an indefinite 
period. In terms of “actuarial equiva- 
lence” we must be able to take a stand 
at his eventual retirement date, calculate 
the value of the widow’s coverage he 
has received up to that time and deduct 
that, as well as the cost of the future 
50% reversionary annuity to the widow, 
from the lifetime pension he would 
otherwise receive. A little thought will 
show that the employee’s age at which 
the election is exercised governs the 
calculations and that, since he may re- 
tire at any time, the pension eventually 
payable must take into account each of 
the pensions he might have received 
(and half of which his widow would 
have received had he died in service) 
at ages 55, 56, 57... . We will suppose 
that this option is to be irrevocable 
once chosen so that if the employee’s 
wife dies before he retires he still re- 
ceives the lower pension he has elected 
to draw. 

Table 2 is then similar to Table 1. 
However, where the employee was pre- 
viously supposed to be exchanging $100 
of immediate annuity for the reduced 
immediate amounts shown, the new em- 
ployee aged 55 is supposed to be con- 
tracting (wagering?) to pay $100 of 
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TABLE 2 
As before with one half paid 


Age of to widow of employee dying 
employee at instead of retiring at ages 
retirement shown. 

(Aged 55 at Wife same Wife 5 years 
election ) age younger 
Sa $88.20 $85.10 
Ses 86.10 81.20 
OP esas 82.20 74.90 


lifetime annuity from his eventual re- 
tirement in order to receive a reduced 
amount or one half thereof for his wi- 
dow if he dies prior (or after) retire- 
ment. The two tables are strictly com- 
parable in the sense that they show 
what happens to $100 of immediate pen- 
sion supposedly available on retirement 
at the three ages shown. The cost of an 
equal-aged wife’s coverage between 55 
and 65 is observed to be $3.30 (i.e. 
$85.50 minus $82.20) a month for life 
plus one half that continued throughout 
the widow’s lifetime. 


It will be clear that on the average 
the individual employee is paying also 
for this “coverage” option. However, 
he can only deal in this way with defi- 
nite dollar amounts of immediate pen- 
sion. This is something of a disadvan- 
tage in comparison with the previous 
method where all the reduced pensions 
can be regarded as percentages of an 
immediate pension whose dollar amount 
is only known on the day of retirement. 
In Table 2 however the calculations 
have to be made at age 55 (or whatever 
the age at election is) if the employee 
is to be able to tell his wife what her 
coverage is. This means essentially that 
the employee can only utilize the whole 


of his immediate age-55 vested pension 
in providing coverage for his wife. 

As a final set of examples we take the 
case where the employee is anxious to 
cover his widow should he die prior to 
retirement but wishes to revert to his 
whole $100 a month on retirement 
should his wife have predeceased him. 
Expressed another way we can say that 
whereas the previous case involved an 
irrevocable election we are now cancel- 
ling the election on death of the wife 
prior to the employee’s 
Table 3 gives the results. 


TABLE 3 


As in Table 2 but with em- 
ployee to receive $100 month- 


retirement. 


Age of 
employee at 


retirement ly if he retires a widower 


(Aged 55 at Wife same Wife 5 years 
election ) age younger 
55 _. $88.20 $85.10 
60 83.60 79.70 
65 75.80 71.10 


The cost of coverage between 55 and 
65 has now increased to $9.70 (i.e. 
$85.50 minus $75.80) a month for life 
with one-half thereof continued by the 
widow. This is a substantial additional 
price to pay over the original costs im- 
posed by Table 1. If employees are loath 
to accept the reduction of Table 1 how 
much less would they elect the Table 3 
figures. 

The options discussed above all cost 
the employer nothing provided average 
lives use them. However, if the under- 
average male life appears in too many 
of the elections the employer would find 
his costs rising — annuities that should 
have ceased are being continued to 
healthy widows. On the other hand it 
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may be felt that the second and third 
options are too complicated to explain 
to the employee and too expensive for 
him to accept. It is presumably this that 
has caused certain corporations to foot 
the bill for an option of the third type 
applied to an employee’s vested pension 
at the time of death. In such cases 
Table 1 is used even though Table 3 is 
more properly applicable. 

Nevertheless although the employee 
get Table 1 rates for Table 3 benefits 
he still has to convince himself that a 
(Table 1) reduction in his pension is a 
price worth paying for partly-free pro- 
tection for his widow. We wonder how 
many employees actually elect this op- 
tion in the plans (like Pan American 
Airways) that have had it now for five 
years. 

A A A 
SHORT-TERM TRUSTS 
(Continued from page 802) 

the trustee and beneficiary pursuant to 
the terms of the trust instrument. If 
properly drawn, therefore, the grantor 
may in effect secure the benefit of the 
depreciation. The cost basis of the prop- 
erty is, of course, reduced thereby and 
ultimately a capital gain may be realized 
to the extent that the sales price is in ex- 
cess of such basis. 
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In this connection it should be point- 
ed out that in the absence of provisions 
to the contrary in the trust instrument, 
any capital gains arising because of sale 
of trust assets will be attributed to the 
grantor. This could lead to some hard- 
ship since the grantor might be forced 
to pay a tax without yet having actually 
received the gain in his pocket because 
the gain represents an accretion or addi- 
tion to principal and will not revert to 
him until the end of the term. This can 
be provided for by drafting the instru- 
ment in such fashion that such gains are 
to be paid out of the trust. if 
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Royalties and Business Interests 


A somewhat similar case, but even 
more advantageous to the grantor, is 
when the property transferred in trust 
consists of depletable oil or mineral 
property such as a royalty interest. As 
before, the trust instrument may provide 
that a depletion reserve be set up in the 
trust equal to the amount of the statu- 
tory allowance for depletion.’* Thus only 
the taxable income would be distributed 
— presumably to low bracket taxpayers 
— and the tax-free dollars representing 
the depletion reserve will be accumu- 
lated for future distribution to the gran- 
tor. In the case of oil properties, for ex- 
ample, this means that 2714% of the 
gross income is accumulated tax free. 
Of course, the grantor would have had 
the same tax-free dollars had he kept the 
property and not created the trust, but 
he would also have had to report the tax- 
able portion of the income. Here he has, 
in effect, divided the income in such a 
manner that he has the tax-free income 
and the low bracket taxpayer gets the 
taxable income. 

A short-term trust also may be the 
ideal answer to the problem of large ac- 
cumulated surplus in a closely held cor- 
poration. In such cases the owner is us- 
ually in a high income tax bracket and 
is, therefore, reluctant to declare divi- 
dends and he may be equally reluctant 
to liquidate because of the capital gains 
tax, loss of protection offered by the cor- 
porate shield, or other reasons. Such a 
person could create a short-term trust for 
children or grandchildren of all his stock 
and then declare dividends in such 
amounts as he chose until the surplus is 
reduced to the desired size. Thereafter 
during the trust, dividends could be sus- 
pended or restored, as circumstances 
might require, and at the end of the term 
he would have his stock back. If the 
grantor were himself the trustee in such 
a case, it would be necessary to exercise 


13Supra, note 12. 
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great care to insure that there could be 
no claim of a violation of Section 675 
(4) (pertaining to certain powers of ad- 
ministration). 


High Bracket Beneficiary 


There are also cases where the poten- 
tial grantor has no potential object of 
his bounty who is not also in a high tax 
bracket. Too frequently overlooked in 
such cases is the solution of creating a 
term trust providing for accumulation of 
income during a period with ultimate 
distribution of the accumulation to a 
beneficiary and reversion of the corpus 
to the grantor. In such case the trustee 
pays the tax on the income each year 
and the amounts accumulated pass to the 
beneficiary free of tax (except, of 
course, the income in the final year, 
which is distributable to and taxed to 
the beneficiary). 


Such a trust is apparently not subject 
to the “throwback rule,” being speci- 
fically excepted by Section 665(b) (4) 
of the Internal Revenue Code. The word 
“apparently” is used because the exam- 
ple in the Regulations’ involves a trust 
of ten years created by a husband for his 
wife, with both corpus and accumulated 
income going to the wife rather than a 
reversion of corpus back to husband. 
Conceivably the Internal Revenue Serv- 
ice could take the position that the 


“Treas. Regs. 1.665 (b)-2(b) (4). 





phrase “final distribution” in the statute 
contemplates a single distribution of 
both corpus and income to the benefici- 
ary, but this is believed quite far 
fetched.?° 

That there has been insufficient atten- 
tion to the use of short-term trusts 
should be apparent if the reader will ask 
himself this question: How many more 
people do I know who have incomes of 
$20,000 per year (maximum rate—38% 
on a joint return basis) than I do peo- 
ple who have net worth of $1,500,000 
(maximum rate—37%, assuming all 
community property or maximum use 
of marital deduction) . Every one of those 
persons with an income in excess of 
$20,000 per year might gain substantial 
tax advantages by intelligent and ingen- 
ious use of short-term trusts. 





15Other exceptions to the “throw back”’ rule relate 
to emergency distributions, those from accumula- 
tions, while a beneficiary is under 21 and certain 
distributions at specified ages. Treas. Regs. 1.665 


(b)-2(b). 
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C.L.U. Institutes Well Received 


The 26th C.L.U. Institute, held at the 
University of Colorado, August 11-20, 
concluded the most successful series of 
Institutes conducted since this program 
of graduate-level seminars was started in 
1946, according to Paul S. Mills, C.L.U., 
Managing Director of the American So- 
ciety. Mr. Mills said that 149 C.L.U.’s 
attended the three 1960 Institutes. 





New “Family Banking Center” of Continental Illinois National Bank Trust Co., Chicago, 





where information and assistance on more than 80 financial services are provided through 
a single first-floor location. This new concept simplifies customers’ use of the bank’s 
services. “By introducing the customer to one person he can see, telephone or write when- 
ever he needs financial assistance, we are aiming to strengthen the close bond that has 
historically characterized the individual’s relationship with his banker,” vice chairman 
Donald Graham points out. The bank believes the center will attract large numbers of 
Chicagoans who now handle all their financial transactions by cash and money orders. 
Trust services will be handled in the Center to the extent of providing customers with 
information, after which those interested will be introduced to officers in the trust 
department. 
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This year the Society sponsored its 
24th Institute for the first time in the 
spring (April 24-30) at the University 
of Georgia’s Center for Continuing Edu- 
cation. The 25th Institute, July 28-Aug- 
ust 6, met at University of Wisconsin. 

The intensive seven to ten-day pro- 
grams enable C.L.U. graduates to meet 
with prominent educators, attorneys and 
life insurance specialists who conduct 
seminars covering new developments in 
such subjects as economic trends, group 
plans, incentive stock and _split-dollar 
plans, wills, trusts and estate planning, 
corporate buy-and-sell plans, deferred 
compensation, policy pension trusts and 
professional relationships. 
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Washington State 


The Pacific Northwest’s larg- 
est bank makes available to 
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in administering trusts and 
estates in every part of Wash- 
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NATIONAL BANK 
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NATIONAL BANK TRUSTS RISE T0 $56 BILLION 


Report of Comptroller of Currency Shows Record Gross 


Trust Department assets of national 
banks rose over $9 billion during 1959 
to $56,557,883,314 according to the re- 
cent report by the Comptroller of the 
currency. In addition $33 billion of 
bond trusteeships were under adminis- 
tration at the year-end by 1,493 national 
banks throughout the nation. Trust De- 
partment gross earnings aggregated 
$182,016,000, an increase of $40 million 
and an all-time high. 

Agency, escrow, custodianship and 
corporate type accounts amounted to 
60% of total assets and trusts 39%. 
The compilation of data regarding em- 
ployee benefit trusts and agencies, which 


appeared for the first time a year ago, 
is included also in the present report. 
It shows for each district and state the 
number and market value of plans un- 
der administration. Plans administered 
with investment responsibility num- 
bered 7,169 with total market value of 
$5,588,515,397 compared to 5,518 plans 
a year ago with market value of $3,- 
669,013,473. The 3,093 plans with mar- 
ket value of $1,401,410,678 in which 
investments are directed by others com- 
pares with 2,831 plans valued at $1,- 
029,981,530 a year earlier. There were 
778 accounts held as agent only and 
valued at $2,406,118,911. Correspond- 








COMPARATIVE DATA ON TRUST ACTIVITIES OF NATIONAL BANKS 


(Compiled from reports of Comptroller of the Currency as of year-end) 


Trust DEPT. ASSETS 
mvesbmienis: 2 
Time Deposits —_. baa tee. 
Demand Deposits . aa 
Other Asser 


Total - 


TYPES OF ACCOUNTS 
Private: Prusts ) 
Court. (ede a 
Agency, Escrow, Custody — 
Corporate Accounts _.______. 
Miseereaneous . 


Total _.. 


INVESTMENTS 
EIN rac: osc os 


Stocks ___ 





R. E. Mortgages 
Heal wiatate =. 


Miscellaneous - 


Total... 











1959 
$39,798,689,090 
723,338,272 
1,351,749,671 
14,684,106,281 


1958 
$32,779,973,291 
692,487,295 
1,138,505,122 
12,170,657,248 


1949 
$17,070,876,511 
192,093,678 
699,131,260 
3,625,117,723 





$56,557,883,314 


$22,334,619,985 


$46,781,622,956 


$11,743,311,303 
6,194,310,701 
24,978,800,364 


$21,587,219,172 


$18,377,268,979 
3,209,950,193 





33,920,335,062 3,625,152,988 — 
302,928,267 240,047,600 os 
$56,557,883,314 $46,781,622,956  $21,587,219,172 


$24,959,845,727 
62.72% 
10,488,023,813 
26.35 % 
1,651,380,748 
4.15% 
1,368,955,246 
3.44% 
1,330,483,556 
3.34% 


$19,764,281,426 
60.29% 
9,158,000,954 
27.94% 
1,482,330,520 
4.52% 
1,227,684,945 
3.75% 
1,147,675,446 
3.50% 


$11,149,324,512 
65.31% 
4,089,273,438 
23.96% 
563,372,096 
3.30% 
571,741,507 
3.385% 
697,164,958 
4.08% 





$39,798,689,090 


$32,779,973,291 


$17,070,876,511 











Gross Trust DEPT. EARNINGS . $ 182,016,000 $ 141,473,000 $ 60,265,000 
PERSONAL ACCOUNTS 

Pravace Teves)... 303,933 150,096 97,681 

Court: Trusts: .)o.. : — 120,693 81,509 

Agencies, Escrow, Custody _ 105,977 87,593 — 

ae 409,910 358,382 179,190 
CORPORATE ACCOUNTS 

Bond or Deb, Issues 10,139 9,619 a 

Paying Agencies _...____-___ 27,245 25,098 — 

Depositories, ete. —.-- 9,781 5,863 ao 

, RR SOR 47,165 40,580 23,085 
Transfer Agencies _.....-_-- 4,005 3,574 _- 
Registrarships _. 4,056 3,375 aa 
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ing figures for 1958 were 557 and $1.,- 
846,600,020. National banks also act as 
stakeholder for 1,887 fully insured plans 
with no bank investment responsibility 
(1,616 in 1958). 

Pennsylvania again leads in aggregate 
value of trustee-invested plans ($1,407,- 
612,213) closely followed by Illinois 
($1,367,396,938). New York had more 
than $744 million and Michigan over 
$705 million. Like figures for personal 
trusts and estates, these are affected by 
the varying proportion of national and 
state chartered banks and trust compan- 
ies. 

As to total personal trust department 
assets, Illinois again led with $11.8 
billion, followed by Pennsylvenia with 
$6.4 billion, New York with $4.97 bil- 
lion, and California with $4.8 billion. 
Massachusetts, Michigan, Minnesota and 
Ohio were all well over $2 billion and 
Connecticut, Florida, Indiana, Missouri, 
New Jersey, Texas and Virginia were 
over $1 billion each. 


The number of Common Trust Funds 
in national banks increased from 218 
at the 1958 year-end to 234 in 1959 
and the total assets from $518.7 million 
to $685.2 million. In each year $1,200 
funds under Section 17(b) of Regula- 
tion F were included. These amounted 
to 53 funds with $1.4 million in 1958 
and 30 funds with $1.1 million in 1959. 
Section 17(c) funds alone numbered 
204. with assets of $684 million at the 
end of 1959. These were in operation by 
154 national banks. Three non-national 
banks in the District of Columbia oper- 
ated four such funds with total ledger 
value of $13 million. 


The lack of a uniform system for 
carrying values of trust department as- 
sets was again noted by the Comptroller. 
In some cases bonds are carried at $1 
per $1,000 and stock at $1 per share 
or even listed by the antiquated sys- 
tem of par value. The unit value system 
has the advantage of permitting assets 
to be set up immediately at a permanent 
carrying figure for audit purposes, but 
usually requires the keeping of another 
set of books for tax purposes, the Comp- 
troller observed. The dollar figures, 
therefore, are valuable primarily for 
year-to-year comparisons, and are quot- 
ed here for that purpose. Understand- 
ably, the Comptroller notes that it 
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would “place a substantial and unjusti- 
fied burden” on the banks to require 
market values as of a given date. It is 
with these facts in mind, as well as the 
changes that result from conversion 
from or to state charters, and from 
mergers, that the accompanying tabu- 
lation on page 840 is presented to indi- 
cate the size and growth of the major 
categories of fiduciary assets. 
A AA 


Trust Earnincs Up IN 
THREE STATES 


Trust department earnings in 1959 
showed improvement over 1958 in the 
state chartered banks and trust compa- 
nies of North Carolina, Virginia and 
Washington. Annual reports recently re- 
ceived show the following earnings fig- 
ures: North Carolina $3,231,928 ($2,- 
839,374 in 1958); Virginia $1,454,498 
($1,128,539 in ’58); Washington $364,- 
305 ($359,230 in °58). 








When Chemical Bank New York Trust Com- 
pany transferred $6 billion of personal trust 
department negotiable securities on Sunday, 
August 26, 600 large, specially constructed 
cartons were carried in 5 Wells Fargo 
armored trucks making a total of 60 round 
trips, each car carrying an average of $100,- 
000,000 of securities. The purpose of the 
transfer was to centralize assets of personal 
trust customers at 100 Broadway and at the 
same time set up a new department at 30 
Broad Street, adjacent to the New York 
Stock Exchange, to process securities trans- 
actions for correspondent banks. In addi- 
tion to movers, police, and Wells Fargo 
employees, the bank assigned 43 guards and 
63 security clerks under direction of Wilmer 
Mirandon, security officer. Continuity of the 
dual control vault system was assured by the 
persence of 29 bank officers. Insurance 
coverage was obtained 64% in the domestic 
market and 36% through foreign insurance 
firms. Planning required nearly a year, and 
several dry runs, with Herbert W. Nannen, 
Vice president for operations in over-all 
charge. The actual move required six hours, 
and there were no hitches. Electronic brains 
worked overtime 3 stories underground add- 
ing and checking the transfer, which was 
called the largest of its kind ever reported. 
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State Trust Assets $27 Billion 


Assets under administration by per- 
sonal trust departments of state chart- 
ered banks and trust companies, in the 
29 states for which figures are obtain- 
able, aggregated $26,909,581,097 as of 
the 1959 year-end or latest report dates 
for examinations. 


Fifteen of the states, with total trust 
department assets of more than $18 bil- 
lion provided a breakdown by type of 
account. Four states gave combined fig- 
ures for court and personal trusts ag- 
gregating $3.1 billion. The other eleven 
states held court trusts aggregaling $1.4 
billion and personal trusts totaling $6.8 
billion, making a grand total of $11.3 
billion in trusts. Similarly eight states 
combined agency and corporate ac- 
counts, accounting for a little over half 
a billion dollars. The rest reported an 
aggregate of $5.3 billion for agencies 
and $1.0 billion for corporate accounts. 

Nineteen states gave a breakdown by 
types of assets. Two states, however, re- 
ported in terms of real estate and 
“other” only, which means that “other” 
figure must include sizeable amounts of 
stocks and bonds, and perhaps mort- 
gages. The total value assigned to real 
estate was in excess of half a billion 
dollars. Mortgages accounted for more 
than a quarter of a billion. Stocks were 
$3.96 billion and bonds $4.1 billion, 
with two states adding another $200 
million without reporting the respective 
proportions. More than $4 billion was 
listed as “other.” The totals follow: 


Arizona $ 12,024,676 
California 3,462,116,000 
Colorado* 107,076,304 
Connecticut 1,362,572,113 
District of Columbia 580,322,972 
Florida 208,115,828 
Idaho* 650,000 
Illinois 2,655,305,209 
Indiana 224,486,780 
Kansas . 5,600,416 
Maine - : 88,984,924 
Massachusetts 7,578,285,000 
Michigan 1,235,384,809 
Minnesota* 324,525,766 
Montana 18,616,680 
Nevada* 6,784,470 
New Hampshire 31,881,973 
Ohio 2,626,175,394 
Oregon 27,139,572 
Pennsylvania 5,210,024,590 


Rhode Island 612,655,406 





South Carolina 14,254,000 
Texas 64,773,731 
South Dakota 3,901,138 
Utah* 172,866,973 
Vermont 49,630,556 
Washington 86,593,947 
West Virginia 138,145,429 
Wyoming* __. 706,441 
I eo os $26,909,581,097 


*1957 figures, latest available. 





CENTRAL 


NATIONAL BANK 


...a complete trust 
service in Cleveland 


Your requirements for an- 
cillary trust services in the 
Great Lakes Area will be 
met efficiently and promptly 
at Central National Bank. 
Our Trust Department staff 
is competent and experienced 
in all phases of personal 
and corporate trust matters. 


CLEVELAND 


Cleveland 1, Ohio 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 








DEPENDABLE TRUST SERVICE 
in DELAWARE 


for Seventy-Five Years 


Our personal and corporate 
trust services, based on de- 
pendable, efficient group 
judgment and complete facil- 
ities, include: specialized 
investment management: ex- 
perienced trust administra- 
tion and estate settiement; 
prompt, understanding at- 
tention. We welcome the 
privilege of serving you 
and your customers, 


BANK of DELAWARE 


Main Office: 901 Market Street 
Wilmington, Delaware 
Wilmington « Newark e Odessa « Smyrna 
Dover « Seaford « West Seaford 
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TRUST PERSONNEL CHANGES 


(Five stars signify promotion of trustman to senior or executive vice president or president, or election to board of directors) 


CALIFORNIA 


LOS ANGELES—Henry F. Bruhn advanced to asst. trust 
officer at the head office of SEcUuRITY First NATIONAL BANK. 


LOS ANGELES—Bruce J. Lewis named assistant secretary 
in the corporate trust department of UNION BANK. 


SAN DIEGO—First NATIONAL Trust & SAVINGS BANK 
promoted Richard E. Applegate to asst. vice president in the 
investment department. Applegate joiied the bank in May, 
coming from SEcURITY First NATIONAL BANK of Los 
Angeles where he was in charge of bond investments for 
trust and pension funds. He previously was an instructor 
with U. of California, Extension Division, and an investment 
analyst with Standard Insurance Co. of Portland, Oregon. 

William G. Maas joined First National Trust & Savings 
Bank as vice president in charge of investment research 
activities. 


SAN FRANCISCO—Marvin E. Cardoza, for the past three 
years trust officer at the head office of BANK OF AMERICA 
N.T.&S.A., promoted to vice president in the business rela- 
tionship department. Frank G. Machado, Jr. named trust 
officer to head the Salinas trust district. 


CONNECTICUT 


BRIDGEPORT—At City Trust Co., John F. McGowan 
named asst. vice president in charge of the trust investment 
department succeeding John R. Aaker who resigned; George 
F. Taylor designated trust investment officer. McGowan for 
the past 14 years has been with The Savings Banks’ Deposit 
Guaranty Fund of Connecticut, Inc., Hartford. 


FLORIDA 


MIAMI BEACH—Daniel A. Casper elected asst. trust officer 
of NortH SHORE BANK. 


TALLAHASSEE—William B. Langley advanced to trust 
officer at TALLAHASSEE BANK & TRUST Co. 


GEORGIA 


SAVANNAH—Nephew K. Clark advanced from president 
to board chairman of LIBERTY NATIONAL BANK & TRUST Co. 
and George E. Patterson elected president. Clark joined the 
bank in 1934 as asst. trust officer, then transferred to the 
commercial department and became president in 1958. Pat- 
terson was formerly president of BANK OF PALM BEACH & 
Trust Co., Florida. 


ILLINOIS 


BLOOMINGTON—Harry R. Stevens will join PEOPLES BANK 
as trust officer on December first, when his term as State’s 
Attorney ends. 

CHICAGO—John A. Greenwood promoted to asst. cashier 
and assigned to the trust department at NATIONAL BOULE- 
VARD BANK; and Mrs. Mildred E. Kyzner named pro cashier 
in the trust department. 


INDIANA 
MICHIGAN CITY—John W. Mills joined CITIZENS BANK 
as trust officer in charge of the trust department, Mills, 
secretary-treasurer of Cook County Corporate Fiduciary 
Association, has been trust officer of Live Stock NATIONAL 
BANK of Chicago for the past five years. 


KANSAS 


KANSAS CITY—J. P. Angle, formerly vice president, cash- 
ier and trust officer, HomME STATE BANK, elected president 
and trust officer succeeding Claude F. Pack, elevated to 
chairman. 
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MICHIGAN 


BATTLE CREEK—Following retirement the end of this 
year, Probate Judge Lee Mallison will become resident trust 
officer of MICHIGAN NATIONAL BANK in Battle Creek, suc- 
ceeding George F. Aldrich who will retire. 


DETROIT—Daniel E. Kuhnlein has been promoted to trust 
officer. Kuhnlein, a graduate of the University of Detroit 
Law School, has been in trust work at CiTy BANK for the 
last several years heading up the extensive Veterans Trust 
Section. He has been in banking and trust work for thirteen 
years and is a graduate of the School of Banking of the 
University of Michigan. 


MISSOURI 


ST. LOUIS—MERCANTILE TRUST Co. promoted Herbert H. 
Frahm, Leo E. McMahon and George J. Ries to trust offi- 
cers. Frahm has been with the trust department since 1949; 
McMahon since 1926, and Ries since 1924. 


MISSISSIPPI 


VICKSBURG—H. A. Cannada, Jr. elected trust officer of 
MERCHANTS NATIONAL BANK & TRUST Co. 


NEBRASKA 


OMAHA—Edward W. Lyman became president of UNITED 
STATES NATIONAL BANK and Dean Vogel, executive vice 
president, upon resignation of Ellsworth Moser who retired 
as chairman and chief executive officer but remains a di- 
rector, member of the executive committee and of the direc- 
tors’ trust committee. Moser will become associated with 
Harris, Upham & Co. as manager of the investment depart- 
ment of their Omaha office. 


HOUSTON—Richard B. Mougey elected trust officer of 


Houston BANK & TRUST Co., specializing in real estate 
management. 


NEW YORK 


BUFFALO—At MANUFACTURERS & TRADERS TRUST Co. Carl 
A. Haller and Howard C. Minich elected vice presidents, 
Haller in the investment department primarily in connec- 
tion with estates, trusts and individual accounts, and Minich 
in charge of estate planning. 





toto 
SYRACUSE—First Trust & DEPosIT Co. bestowed the new- 
ly created title of senior vice president on B. Churchill 
Loveland, supervisor of the trust department. 





WHITE PLAINS—Harry Klingler retired as trust officer 
and assistant secretary of CoUNTy TRUST Co. after 37 years 
in banking. 

NORTH CAROLINA 
CHARLOTTE—Named vice presidents and trust officers at 





R. HAROLD AUEN 
Pittsburgh 


B. CHURCHILL LOVELAND 
Syracuse 


D. E. KUHNLEIN 
Detroit 
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NoRTH CAROLINA NATIONAL BANK are: R. R. Clontz, T. R. 
Payne and J. H. Thomason; named trust officer and assistant 
secretary, J. L. Bookout; and the following trust officers: 
A. L. Featherston, D. M. Neill, J. F. Sullivan and J. D. 
White; asst. trust officers and asst. secretaries: G. A. 
Gathey and H. F. Wolfe, Jr.; and asst. trust officer, G. M. 
Fesperman. 


In Greensboro, E. William Carr appointed senior vice 
president and trust officer; in Tarboro, R. C. Cherry is vice 
president and trust officer; and in Durham M. E. Hogan, 
Jr. is vice president and trust officer, while Mrs. Margaret 
Woodhouse and Charles P. Wrenn are asst. trust officers. 


OKLAHOMA 


TULSA—Alfred B. Drouot and Charles H. Storm, formerly 
trust officers, elevated to vice presidents at NATIONAL BANK 
or TULSA. Drouot has been with the bank since 1953, prior 
to which he had his own investment firms. Storm joined Na- 
tional Bank in 1947 and is presently vice president of the 
trust division of Oklahoma Bankers Association. Clyde D. 
Graeber, graduate of U. of Tulsa Law School and with the 
bank since 1951, named asst. trust officer. 


PENNSYLVANIA 


PITTSBURGH—R. Harold Auen appointed vice president 
of COMMONWEALTH TRUST Co. Joining Commonwealth in 
1935, after seven years as examiner with the Pennsylvania 
Department of Banking, he was placed at the head of the 
tax division of the trust department in 1944. 


PITTSBURGH—Joseph A. Atkins appointed assistant secre- 
tary in the trust department of MELLON NATIONAL BANK & 
Trust Co. A graduate of U. of the South, Atkins received 
his Masters Degree from U. of North Carolina. He has been 
in the account review section of Mellon as an account 
analyst. 


READING—Sidney D. Kline succeeds the late Dr. Walter 


A. Rigg as board chairman of BERKS CoUNTY TRUST Co. 
and continues as president and chief executive officer. 


SOUTH CAROLINA 


COLUMBIA—Frank B. Dobson joined First NATIONAL 
BANK as asst. trust officer. He previously held that position 
at PEOPLES NATIONAL BANK of Greenvilie. 


TEXAS 


FORT WORTH—J. W. Ferrill, formerly asst. trust officer 
and asst. cashier, First NATIONAL BANK, made an asst. vice 
president and assigned to the commercial loan division. 


HOUSTON—Norman Johnson appointed trust officer of 
BANK OF THE SOUTHWEST, coming from Galveston where 
he was vice president and trust officer of First HUTCHINGS- 
SEALY NATIONAL BANK. He is a graduate of U. of Oklahoma. 








Reception area of new trust department quarters at American 

National Bank and Trust Co. of Kalamazoo, Mich. Four private 

offices are located on each side of the elevator, with reception 
area and secretaries for both sides. 
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J. L. McCauL 
Montreal 


NORMAN JOHNSON 
Houston 


H. E. TRENHOLME 
Montreal 





UTAH 


OGDEN—Lester H. Wade promoted to vice president and 
trust officer at BANK oF UTAH. 


WASHINGTON 


SEATTLE—Earl W. Foster, attorney, elected asst. trust 
officer of SEATTLE-First NATIONAL BANK at the Wenatchee 
Valley branch, 


CANADA 


BRANTFORD & KITCHENER, ONT.—E. J. Patterson, 
former trust officer in Hamilton, appointed manager of the 
new office of CANADA PERMANENT TRUST Co. in Kitchener. 
At Brantford, J. K. Wedlake is manager succeeding J. Mc- 
Intosh Tutt who retired as manager but continues as as- 
sistant general manager and Western Ontario Supervisor of 
Trust Company Operations. 


GUELPH, ONT.—Jacques St. Aubin appointed assistant 
general manager of ADMINISTRATION & TRUST Co. 


MONTREAL, QUE.—RoyAL Trust Co. appointed at its head 
office H. E. Trenholme as supervisor of pension trusts and J. 
L. McCaul as supervisor of public relations, 


KITCHENER, ONT.—WaTERLOO Trust & SAvINGs Co. ad- 
vanced R. W. Auger, former manager of estates and trusts, 
to assistant general manager; Harry A. Syer to succeed him 
as manager. 


LINDSAY, ONT.—At Victoria & Grey Trust Co. Gerald E. 
Phelps, manager, appointed investment officer. 


TORONTO, ONT.—Canapa Trust Co. appointed R. H. 
Paterson and F. D. Robertson as trust officers, business de- 
velopment department. ; 


TORONTO, ONT.—E. S. Higgins, trust officer, CRowN TRUST 
Co., named manager of estates department; Roger A. Proulx 
named trust officer at Windsor. 


TORONTO, ONT.—MonTREAL Trust Co. appointed J. L. 
Brown as manager of the estate planning division; E. C. 
Stark manager of taxation divison; and C. D. Robertson as- 
sistant manager of estates and trusts department. 


TORONTO, ONT.—At NATIONAL Trust Co. Ltp. L. Flint, 
trust administrator, elected supervisor of Northtown shopping 
center branch; C. E. H. Bain assuming duties at Golden 
Mile branch. 


TORONTO, ONT.—J. Emett Duff, graduate of U. of Toronto, 
appointed corporate trust officer of TORONTO GENERAL TRUSTS 
Corp. He was in private practice for several years previously. 


A AA 


IN MEMORIAM 


Charleston, Ill. — Bruce RARDIN, senior vice president, 
trust officer and director, CHARLESTON NATIONAL BANK. 


Danville, Va. — Rospert P. McCCONNEL, senior vice presi- 
dent, AMERICAN NATIONAL BANK & Trust Co. 
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BXECUTIVE PLACEMENT 








Individuals seeking positions in trust 
departments may have free listing 
(maximum seven lines). Responses 
to listings should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding. 


Attorney-pension administrator, 36, ten 
years experience; presently pension ad- 
ministrator of large industrial corpora- 
tion; former senior pension trust ad- 
ministrator N. Y. bank. Seeks assistant 
trust officer position with progressive 
bank. Will relocate. 67-4 

Attorney, age 31, four years trust de- 
partment experience in large bank, de- 
sires position in medium size growing 
trust department. Would like some estate 
planning work. 68-6 


Assistant Trust Officer, age 29, LL.B., 
4% years experience and ability in Per- 
sonal Trust and Estate Administration 
and in other aspects of trust work. Posi- 
tion as Personal Trust and Estate Ad- 
ministrator desired. Will relocate. 68-7 


Trustman, 36, B.S. Banking & Finance 
with 11 years experience in trust and 
estate administration in large New York 
City bank. Desires position in medium 
size trust department in New England 
area. 68-3 


Attorney, mature, admitted Ohio and 
Kentucky bars. Nineteen years experi- 
ence as Federal Estate and Gift Tax 
Examiner in five States. Presently tax 
attorney and consultant. Seeking position 
for personal reasons. Will relocate, pre- 
fer midwest. 68-4 


— 








WANTED 
West Coast Employment 


Three years estate administration 
Attorney 
Harvard Graduate 


Currently employed by large Chicago 
Bank 


Box S-69-1, Trusts and Estates 
50 East 42nd St., New York 17 
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TRUST BANKERS 


If you are in any trust banking capacity 
(Trust/Estate Administration; Trust In- 
vestments; Corporate Trust; Estate Plan- 
ning, etc.) or are seeking personnel in 
these areas, our service should be of defin- 
ite interest to you. We specialize in plac- 
ing trust banking personnel & invite appli- 
cants & employer-clients to inquire in 
strict confidence. Send resumes, including 
salary & geographical area desired to Mr. 
Howard, to arrange for a mutually conve- 
nient appointment, or call BArclay 7-9000. 


*“*A PERSONALIZED APPROACH 
TO PROFESSIONAL SERVICE" 


DON 
HOWARD 
PERSONNEL, INC. 


50 CHURCH STREET - LOBBY 
NEW YORK 7, N. Y. 











Cb 


Attorney, New York Bar, 32, Trust, 
Estate Administrator, wants opportunity 
for greater responsibility in trusts, es- 
tates, taxes and investments now — 
estate planning later. New York area 
only. 68-5 


Investment Officer, late thirties, broad 
experience trust investment analysis, 
portfolio management and account ad- 
ministration seeks responsible position in 
expanding trust department. Western 
States preferred. 69-2 

West Coast employment wanted. See 
advertisement S-69-1 
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CHANGE OF NAME, MERGERS 
& NEW TRUST POWERS 


Phoenix, Ariz. — The name of BANK 
OF DoUGLAS has been changed to THE 
ARIZONA BANK, with branches at Doug- 
las and Tucson. 

Macon, Ga. — Stockholders approved 
consolidation of CITIZENS & SOUTHERN 
NATIONAL BANK and City BANK & 
Trust Co. under the name of the former. 

Atwood, Ill. — AtTwoop STaTE BANK 
has been authorized to do trust business. 
Wilbur Beery is trust officer; M. Stan- 
ley Stephenson, asst. trust officer. 


McHenry, Ill. — Robert L. Weber is 
trust officer of the newly established 
trust department of McCHENRY STATE 
BANK, while Richard J. Zieman is asst. 
trust officer. 


Rockford, Ill. — CENTRAL NATIONAL 
BANK, which was granted trust powers 
(reported T&E 7/60 p. 684) changed its 
title to CENTRAL NATIONAL BANK & 
TRUST Co. 


Bloomington, Ind. — First NATIONAL 
BANK and the CITIZENS BANK & TRUST 
Co. consolidated under the title of CiTI- 
ZENS First NATIONAL BANK. 


Evansville, Ind. — Consolidation of 
INDIANA TRUST & SAVINGS BANK into 
OLD NATIONAL BANK has been approved 
by stockholders, effective September 6. 
Owen W. Schneider, president and trust 
officer of Indiana Trust, will become a 
vice president, director and chief ex- 
ecutive officer in charge of the Indiana 
Trust branch. The resulting bank will 
have assets exceeding $85 million. 

Muncie, Ind. — Effective December 
1960, MERCHANTS TRUST Co. will be 
known as AMERICAN NATIONAL BANK & 
Trust branch. 


Cambridge, Md. — NATIONAL BANK OF 
CAMBRIDGE was granted trust powers. 

Gallup, N. M. — Trust powers have 
been given to MERCHANTS BANK and 
Joe L. O’Brien named vice president and 
trust officer. 

Valley Stream, N. Y. — Merger of 
the First NATIONAL BANK of Green- 
port into VALLEY STREAM NATIONAL 
BaNK & Trust Co. under the name 
VALLEY NATIONAL BANK OF LONG Is- 
LAND has been approved. 


Oklahoma City, Okla. — BANK oF Mip- 
AMERICA SAVINGS & TRUST CO. merged 


into the LIBERTY NATIONAL BANK & 
TRUST Co. 
Norristown & Pennsburg, Pa. — Due 


to consolidation of PEOPLES NATIONAL 
BANK OF NORRISTOWN with FARMERS 
NATIONAL BANK of Pennsburg, the title 
has been changed to PEOPLES NATIONAL 
BANK & TRUST Co. with the main office 
in Norristown and the Pennsburg bank 
a branch. 

Reading & Wyomissing, Pa. — PEro- 
PLES TRUST Co., Wyomissing, and City 
BANK & Trust Co. of Reading merged 
under charter of the former and under 
the title PEOPLES TRUST CITY BANK. The 
head office is transferred to former loca- 
tion of City Bank, Reading, with the 
other a branch. 


Shelbyville, Tenn. — First NATIONAL 
BANK has been granted trust powers. 
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Fiduciaries Elect 


Kansas Bankers Association, Trust Di- 
vision: 

President: Albert Vogt, vice president 
and trust officer, First National Bank, 
Hutchinson 

Vice Pres.: Norman D. White, as- 
sistant vice president and trust officer, 
Lawrence National Bank 

Sec.-Treas.: William M. Mills, Jr., vice 
president and trust officer, Merchants 
National Bank, Topeka 


Michigan Bankers Association, 
Committee: 

Chairman: Mark C. Stevens, vice 
president, Detroit Bank & Trust Co. 


Ohio Bankers Association, Trust Com- 
mittee : 

Chairman: Robert J. G. Morton, vice 
president and trust officer, Ctiy National 
Bank & Trust Co., Columbus 


Oregon Bankers Association, Trust De- 
partment Committee: 

Chairman: M. T. Landers, assistant 
trust officer, Oregon Bank, Portland 


West Virginia Bankers Association, 
Trust Division: 

President: John A. Hopkins, trust of- 
ficer, Charleston National Bank 

Vice Pres.: Robert J. Riley, Jr., trust 
officer, First National Bank, Fairmont 

Sec.-Treas.: Aldo Modena, trust offi- 
cer, Flat Top National Bank, Bluefield 


Trust 








ASSISTANT TRUST OFFICER 


Opportunity for ambitious and qualified 
man, preferably under forty years of age, 
in Trust Department of Bank in growing 
community of seventy-five thousand pop- 
ulation near Chicago. Trust experience 
in legal, tax, investment and estate plan- 
ning matters desirable. 


Box H-69-3, Trusts and Estates 
50 East 42nd St., New York 17 
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BRITISH TRUSTEE 
DEPARTMENT QUOTES 
FROM ANNUAL REPORTS 


Alliance Assurance Co., Ltd., London 


This department continues to provide 
a useful service to many friends and 
connections of the Company. The total 
fees received during 1959 amounted to 
£31,531. 


Barclay’s Bank, Ltd., London 


Our trustee department this year cele- 
brates its jubilee, in that it was in 1910 
that our Memorandum of Association 
was altered to give us power to under- 
take this ancillary service for our cus- 
tomers. In terms of funds administered 
and staff employed it has grown into an 
important business, managed through 40 
branches; thus we apply to it the prin- 
ciple of decentralization by which we 
conduct our administration on the bank- 
ing side. 


Lloyds Bank, Ltd., London 


Over 150,000 customers have already 
appointed the bank as executor or trustee 
and it would seem that more and more 
customers, when thinking about their 
wills, give consideration to the appoint- 
ment of the bank as their executor. More 
than 20,000 estates and trusts are now 
being administered in 32 area offices... 
The department is now operating an In- 
vestment Management Service which is 
becoming increasingly popular ... The 
department also acts as trustee and ad- 
viser of pension funds. 


National & Grindlays Bank, Ltd., London 


One of the services we now offer is 
the management of personal investments. 
This activity initiated a few years ago 
operates from the Trustee Department 

. Our other ancillary services, our 
Trustee and . . . our Income Tax De- 
partment all made progress last year 
and I am sure their development will 
continue. A Trustee Department is also 
available at our main branch in Nairobi, 
Kenya. 


Royal Exchange Assurance Co., London 


The activities of this department have 
been well maintained in all types of 
trustee business and the services so ren- 
dered provide a source of goodwill to 
the Corporation generally ... As trustee 
for Debenture and Loan Stocks our name 
is well known and the personal service 
offered for the handling of private trusts 
and funds is widely appreciated . . . The 
Atlas also have a good trustee connec- 
tion so, as a group, we now conduct a 
really substantial volume of this busi- 
ness. (Trustee & Executor Department 
fees £153,000.) 


Westminster Bank, Ltd., London 


Perhaps the most important develop- 
ment was our application in November 
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of a closed circuit television technique to 
the needs of our customers in the Man- 
chester area. We introduced a system of 
communication whereby customers of 
three of our branches in Manchester 
were made able to view the statements 
of their accounts on a television screen 
at any of these branches, the bookkeep- 
ing itself being undertaken in one office. 
This innovation was itself important but 
it is the possibility it carries of revo- 
lutionary developments in bank ac- 
countancy practices generally that is 
most significant, for the problem of com- 
munication has been, and remains, one 
of the principal questions to be resolved 


before centralized bookkeeping — which 
may ultimately be introduced on a large 
scale — can come into being. To this 


end we have been conducting pilot 
schemes with a view to testing various 
means of communication and the general 
efficiency of a centralized bookkeeping 
system. 


Executor Trustee & Agency Co. of South 
Australia, Ltd., Adelaide 


The value of new business that came 
under the control of the Company for 
the year was £4,037,780 while Trust and 
Agency Funds under administration on 
June 30th, 1959, were £23,808,010, a net 
increase of £1,225,118 for the year. 


Elder’s Trustee & Executor Co., Ltd., 
Adelaide 


The total value of new business during 
the year was £3,911,376. The number of 
estates coming in was greater than in 
any previous year. Total trust funds un- 
der administration at 31st March, 1960, 
was £26,735,979. The figure represents 
book values. At present day market val- 
ues the total would be very much greater. 
The number of will appointments was in 
excess of any previous year and in addi- 
tion many clients have availed themselves 
of the assistance of our trained staff in 
reviewing their wills in the light of 
changed circumstances. 


Public Curator of Queensland, Brisbane 


New business indicated the steady 
growth of the Office. 4,542 new estates 
and matters were received for admin- 
istration of a total value of £5,792,416 
(compared to 3,760 and £3,637,471 re- 
spectively in 1954). As of June 30, 1959, 
there were 12,887 estates and matters 
on hand valued at £14,471,693 of which 
£3,372,614 was invested in the Common 
Fund. There are now 128,558 wills held 
on behalf of clients. 
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e The annual report of the Bank of 
Bermuda for the fiscal year ending June 
30 listed trust department income at 
£106,454. This compares with £108,675 
in 1959. Expenses of the department 
were £101,052 against £90,999 a year 
earlier. 
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Canadian 
Trust 
Company 





Established 1882 
Assets under administration 
exceed $575,000,000 
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TAX STATUS OF ANNUITIES 


Purchased from Charitable Organization 


FRED L. LEYDORF 


Hammack & Pugh, Los Angeles, California 


ROBABLY THE MOST POPULAR FORM 
Ps making gifts to charities and ob- 
taining income tax advantages thereby 
is through the giving of property which 
has appreciated in value in return for 
the payment of income by the charity 
for the life of the donor. The amount 
paid each year is determined by the 
average rate of return earned by the 
charity on its pooled investments. 


The tax advantages of this life income 
contract device are many. A deduction 
for a charitable contribution is available 
in the year the transaction is entered in- 
to, the amount of the contribution being 
the present value of the remainder in- 
terest in the property. No capital gains 
tax is payable on the difference between 
the fair market value of the property on 
the date of the transfer and the cost or 
other basis in the hands of the taxpayer. 
Perhaps one disadvantage of this meth- 
od is that all income paid to the donor 
is taxable to him in full as ordinary in- 
come. 


What are the tax consequences, how- 
ever, when instead of receiving a life in- 
come from the charity, the donor wishes 
to receive a fixed lifetime annuity in re- 
turn for the transfer of appreciated 
property? More particularly, will the 
donor be subject to any capital gains tax 
liability in this type of transaction? 
There are no cases or regulations under 
the Internal Revenue Code of 1954. in- 
terpreting this point of law. However, 
under the 1939 Code, the Commissioner 
chose a “sale and purchase” approach to 
transactions in which property has been 
transferred in exchange for an agree- 
ment by the transferee (if it is not an 
insurance company) to pay an annuity 
to the transferor.* In Revenue Ruling 
239, 1953-2 CB 53, it was stated that the 
excludable portion of the annuity (using 
the 3% rule under the 1939 Code) was 

1For two of the finest articles in this area see: 
Cohen, “‘Means and Methods of Making Charitable 
Contributions under the Internal Revenue Code of 
1954,” 3 St. Louis University Law Journal 117 
(1954); and Cunningham, “Lawyers and Their 
Clients: Contributions to Higher Education,” 43 
American Bar Association Journal 503 (1957). 


21 CCH 1960 Standard Federal Tax Reporter, 
paragraph 852.043. 
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to be used first as a recovery of basis 
and then as capital gain until the total 
of the payments equaled the excess of 
the fair market value of the property 
over the adjusted basis thereof. 


It should be noted that in this ruling 
the Commissioner rejected the case of 
Ware v. Comm., 159 F. 2d 542 (CA-5, 
1947) which held that payments re- 
ceived by the taxpayer after recovery of 
the entire basis were taxable in full as 
annuities and not as capital gains. Not 
only was this appellate decision rejected, 
but the Commissioner in effect followed 
the earlier District Court decision in 
Hill v. Maloney, 58 Fed. Supp. 164 
(1944). The Commissioner felt that the 
transaction was the equivalent of selling 
the property for cash and using the pro- 
ceeds to purchase an annuity contract, 
and agreed with several cases which 
held that no taxable gain is realized at 
the time of the transfer of the property. 
The Fifth Circuit decision has not been 
followed in the past and since the Com- 
missioner’s ruling is more liberal in 
favor of the taxpayer, it is more than 
likely that it will not be followed in the 
future. 


Revenue Ruling 239 talks throughout 
of the transferee in terms of an individ- 
ual, and not as an organization either 
charitable or otherwise. It would seem 
proper to include any organization other 
than insurance companies under the rul- 
ings on private annuities, however, and 
in addition to the interpretation along 
this line indicated by footnote 2 (refer- 
ring to the transferee as not an insur- 
ance company), non-commercial annui- 


ties have been further defined to be 
“those obtained either from a private 
individual or a company which does not 
engage in the business of annuities as a 
regular commercial operation.”* A very 
recent article* gives a contrary view, 
however, distinguishing between annui- 
ties purchased from individuals and 
from “established and financially stable 
charitable organizations.” If this latter 
view were followed, the article indicates 
that all of the capital gain would be tax. 
able in the year the transaction took 
place. The Standard Federal Tax Re- 
porter’ indicates that the Commissioner 
will probably use the same basic ap- 
proach under the 1954 Code as used un- 
der the 1939 Code in issuing Revenue 
Ruling 239, and this viewpoint is given 
added weight by the letter ruling dated 
September 9, 1955, in which the Internal 
Revenue Service stated its tax treatment 
policy on donations of property to a 
charitable organization in return for an- 
nuity payments.® 

An example using the 1954 Code an- 
nuity rules may clarify these rulings: 


Assume A transfers property hav- 
ing a basis of $5,000 and a market 
value of $20,000 to a charity in ex- 
change for the latter’s agreement to 
pay him $750 a year for life. A’s life 
expectancy at this time is 20 years. 
For our purposes, we will assume that 
the “expected return” under the con- 
tract is $15,000, and that it would 
cost A $12,000 to purchase an annuity 
giving the same benefits from a typi- 
cal commercial insurance company. 


It is a well recognized principle of in- 
come tax law that a charitable deduc- 
tion will be allowed in the amount by 
which the value of the property trans- 
ferred to the charity exceeds the value 
at the time of purchase of the annuity, 
which would be the cost of the same an- 
nuity purchased from an insurance com- 
pany.” Thus, in our example, A would 
have a charitable deduction of $8,000. 


39 Tax Law Review 85, at page 86 (1953). 

4Penick, ‘“‘Tax Economics of Charitable Giving,” 
38 Taxes 111 at page 127 (February 1960). 

‘Supra, note 2. 

64 Prentice Hall 1956 Federal Tax Service, para- 
graph 76, 312. 

7TIncome Tax Regulations, Sec. 1.170-2(a) (3) (i). 
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Under the 1939 Code sale-and-pur- 
chase approach, adopted by the Com- 
missioner concerning annuities, there is 
a sale of the property for $12,000 and 
the purchase of a $750 annuity for the 
same amount. Applying the 1954 Code 
annuity rules, 12/15ths (“investment in 
the contract” over “expected return”) 
of each annual payment, or $600, would 
be “excludable.” This $600 would be ex- 
cluded until A’s basis of $5,000 was re- 
covered. The next $7,000 would be treat- 
ed as capital gain. Then only $150 of 
each $750 annual payment would be re- 
ported as income, with $600 again being 
excludable under the 1954 Code annuity 
rules. This is somewhat of a departure 
from Revenue Ruling 239 which stated 
payments would be treated as a recovery 
of capital gains up to the fair market 
value of the property. However, it is felt 
that the regulation allowing a charitable 
deduction for the excess of the fair mar- 
ket value of the property over the cost 
of a commercial annuity takes prece- 
dence over Revenue Ruling 239 which 
does not discuss the charitable deduc- 
tion situation. 

Thus there is no capital gains tax pay- 
able at the time the annuity is pur- 
chased, but it is possible that some of 
the income payable to the annuitant will 
be subject to capital gains tax treatment 
at a later time. However, the donor pays 
off his capital gains tax liability over a 
period of years and has the advantage 
of the usual tax treatment for annuity 
payments which can result in a large 
amount of his annual payments being 
tax free. This of course would be parti- 
cularly important to a taxpayer in a 
high income tax bracket. In addition 
this annual income is in a guaranteed 
amount and not subject to fluctuation as 
is the case under a life income contract, 
although the return is ordinarily smaller 
than that from a life income contract or 
commercial annuity.® 

8Stewart, “Gift Annuities and Life Income Con- 
tracts Issued by Charitable Organizations under the 


Federal Income Tax Laws,” 1957 Washington Uni- 
versity Law Quarterly 150. 
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APPRAISING ASSETS 
(Continued from page 786) 

responsibilities in handling estates in- 
cluding Businesses: (1) Before the death 
of the principal, arrange for a qualified 
Management Consultant to help the own- 
er get it in good shape and arrange for 
continuity, and (2) if this has not been 
done prior to the owner’s decease, ar- 
range for a review of the company’s 
problems with the possibility of using 
Operating Management Service if that 
should seem advisable. 
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Tax Savings Through Fiscal 


Period for Estates 


The taxable year and accounting 
method used that spread all taxable in- 
come as evenly as possible over the years 
is the best income tax saving device that 
is available to all taxpayers at their op- 
tion on filing their first return, accord- 
ing to John D. Maness, C.P.A., of the 
Salinas, Cal., accounting firm Stevens 
& Maness. Speaking recently before the 
Santa Clara County Estate Planning 
Council, Mr. Maness gave the following 
illustration of how income tax savings 
can be made in adopting a fiscal year 
rather than a calendar year for estates. 

An example is based on the following 
assumed facts: A widower on the cal- 
endar year basis dies on July 1, 1959. 
He holds securities producing dividends 
of $5,000 annually, has net annual rent- 
al income of $3,000 and owns an inter- 
est in a partnership on a fiscal year 
ending July 31 producing $22,000 ordi- 
nary income annually, or a total in- 
come of $30,000. Assuming no termina- 
tion or dissolution of the partnership 
for tax purposes is effected by the part- 
nership agreement, the estate receives 
the decedent’s interest in the partner- 
ship. The decedent’s beneficiaries are 
two adult sons who each have taxable 
income of about $20,000. The attorney 
estimates that the probate proceedings 
can be closed in the fall of 1960. 

A tax saving can then be effected by 
adopting the first taxable period of the 
estate ending July 31, 1959. The income 
from the securities and rents from Jan- 
uary 1, 1959 to June 30, 1959 will be 
taxable in the final return of the dece- 
dent. The dividends and rents for the 
period July 1 to July 31, 1959 and the 
income from the partnership for the 
full 12 months ending July 31, 1959 
will be taxable in the first Form 1041 
of the estate for the one-month period 
ending July 31, 1959. The total income 


from the securities, rents and the part- 
nership for the 12 months ending July 
31, 1960 will also be taxable to the 
estate. 


Assuming the estate is closed on Oc- 
tober 1, 1960 and the assets distributed 
to the beneficiaries, all income from the 
securities and rents for the period Au- 
gust 1 to October 1, 1960 would be 
accounted for in the final return of the 
estate and would be taxable to the bene- 
ficiaries. All income in excess of deduc- 
tions or deductions in excess of income 
on the final return of an estate are dis- 
tributed and taxable to the beneficiaries 
rather than the estate. Assuming that 
the two sons continued as partners in 
the partnership, the first income from 
the partnership Form 1065 taxable to 
them would be for the year ended July 


31, 1961. 


In this example, if the estate’s income 
tax return is filed on a calendar year 
basis the income tax for the period 
July 1 to December 31, 1959 would 
amount to $10,386. Because the final 
return of the estate would end when the 
estate is closed in October, 1960, all 
of the income from the estate’s assets 
for 1960 would be taxed in the two 
returns. The additional 
tax caused by this income added to their 
own amounts to $8,958 each. On the 
calendar year basis, the income tax 
from the estate’s assets totals $28,302 
for the period July 1, 1959 to December 
31, 1960. But if a fiscal year ending 
July 31 were adopted by the estate, the 
tax on the estate’s return for the period 
ending July 31, 1959 would be $8,420, 
and for the year ending July 31, 1960, 
the tax would be $12,848. In order to 
have the tax costs on a comparable 
basis, the tax on the dividends and in- 
terest from August 1 to December 31, 
1960 in the hands of the two beneficiar- 
ies has been added. With this additional 
tax the saving amounts to $5,264. 


beneficiaries’ 
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STATE DEATH TAXES 


Administrators Review Current Questions 


GUY J. RIZZOTTO 


Chairman, Inheritance, Estate & Gift Tax Section, National Association of Tax Administrators; 
Chief, Inheritance Tax Bureau, Massachusetts Department of Corporations & Taxation 


VER THE YEARS THE STATES HAVE 
demonstrated disappointment with 
relation to the amount of revenue re- 
ceived from the credit permitted by the 
Federal government against estate taxes. 
The present credit is based on the 1926 
rates, which at that time accomplished 
the purpose intended, which was to per- 
mit a flow of revenue to the States from 
Federal death taxes. Since then because 
of the increase in rates over the years, 
the flow of such revenue to the States 
has been reduced to a mere trickle. 
Recently the Federal government has 
shown a desire to become more gener- 
ous to the States in this field. Last year 
at the Buffalo conference, the Inheri- 
tance, Estate & Gift Tax Section of the 
N.A.T.A. grasped the opportunity of- 
fered and agreed to take part in a sur- 
vey conducted by the Federal-State Ac- 
tion Committee and the Committee on 
Intergovernmental Fiscal Relations. The 
purpose of the survey is to arrive at a 
formula which would— 


(a) -produce the maximum credit 
to the States, 

(b) with the least benefit to the 
taxpayer. 


It is not the intent to create a reduc- 
tion in Federal estate liability. This can 
be done in a more direct manner if de- 
sirable. 

After considerable thought it was de- 
cided to base the survey on four meth- 
ods, using information and material 
from estates where date of death oc- 
curred in 1956. The four methods adopt- 
ed were: 


1. Substituting 200% of the estate 
tax liability under the 1926 Act for 
the present credit of 80%. 

2. Allow 20% of the present gross 
estate tax liability. 

3. Allow the present 80% credit 
plus 20% of the net estate tax liabil- 
ity. 

4. Allow the full amount of the 
federal estate liability on the first 
$500,000 of an estate and nothing on 
the excess. The maximum in this in- 
stance would be $145,700. 


Many States have submitted the in- 
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formation required and a preliminary 
analysis of four states has already been 
made. 

On June 12 a special meeting of this 
Section was held at which we were for- 
tunate to have L. L. Ecker-racz of the 
Treasury Department and Mr. Coleman 
of the Intergovernmental Fiscal Rela- 
tions Advisory Committee. We learned 
that methods 1, 2, & 3 above mentioned 
would be more beneficial to the taxpayer 
than to the States. 

Method #4 presently indicates an in- 
crease to the States of approximately 
76%. When all tabulations have been 
completed it will be necessary for each 
of the States involved to determine 
whether or not estates of persons dying 
in 1956 were typical of the general run 
or unusual in that large estates were 
concerned. If method #4 is finally deter- 
mined to be the answer, thought must 
be given as to whether the Federal gov- 
ernment should step out of the death 
tax field up to $500,000 and leave it 
open to the States to explore or should 
it assess the liability and allow the credit 
to the States. If the former, the States 
might be thrown in competition with 
each other because of changing the rates. 
If the latter, in many instances it would 
be necessary for the States to amend 
their estate or pick-up statute to accom- 
modate the increased credit. At present 
no one has the answer. Undoubtedly a 
great deal more will be heard on this 
subject in the future. 

At the regular meetings of the Section 
on June 13 and 14, the first topic con- 
sidered was “Trust Department Prob- 
lems Involving State Death Taxes” by 
Joseph B. Rachtiens, assistant secretary 
& trust officer, First Trust Co., St. Paul. 
He indicated that taxpayers are con- 
cerned with the problem of facing dif- 
ferent values for the same property, one 
by the State and a different one by the 
Federal. He also pointed out that the 
matter of contribution with relation to 
jointly held property creates some both- 
er. A healthy discussion took place. It 
was noted that as to joint property some 


States permit fractional taxation and 
others insist on definite proof of contri- 
bution. 

The next topic was “Uniform Law 
For Probating Non-Resident Estates” by 
Charles Keating, Director of Inheritance 
Tax Division, Dept. of Taxation, Minne- 
sota. Mr. Keating directed our attention 
to the fact that since many States per- 
mit probating of estates on non-resident 
decedents, the domiciliary State in many 
cases has no knowledge of these pro- 
ceedings. He had prepared a resolution 
to urge all States to enact uniform or 
reciprocal legislation which would re- 
quire notice to the domiciliary State. In 
lieu of the resolution it was unanimous- 
ly agreed that when such a situation 
arises the State where the non-resident 
decedent’s estate is probated would no- 
tify the domiciliary State before permit- 
ting a transfer of intangible personal 
property. 

Assistant Attorney General Stewart F. 
Mulvihill of Illinois presented a discus- 
sion on “Inheritance Taxation of An- 
nuities in Illinois” on a paper which was 
delivered but not discussed at the Buf.- 
falo Conference last year. 

In his talk on “Tax Practitioner v. 
Tax Administrator,” J. J. Ferder, Inheri- 
tance Tax Supervisor, Office of State 
Treasurer, Oregon, emphasized the fact 
that in too many instances attorneys feel 
that the more they can save the clients 
in the way of taxes the better they can 
justify their fees. Only through educa- 
tion and public relations can this be re- 
duced. In Oregon, field agents are in- 
structed when time permits to make per- 
sonal contact with attorneys. This has 
been successful. 

Edward H. Best, Counsel, Department 
of Taxation and Finance, New York, 
presented a paper on “Valuation of Part- 
nership Interests in Earnings Accruing 
After Death.” This topic was explored 
and it was the opinion of all present that 
this field is somewhat confused because 
of the varying decisions of the State and 
Federal courts. 

The Chairman spoke on “Restrictive 
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Agreements of Stockholders Effective At 
or After Death.” The issues raised were 
whether or not the State is bound by the 
value agreed upon by the parties and 
whether the property purchased at a re- 
duced value after death should be taxed 
to the purchaser as a gift to take effect 
in possession or enjoyment after death. 
It was the consensus that the State is 
not bound by the agreed price and that 
the purchaser should be taxed on the 
difference between the agreed price and 
the date of death value as a gift to take 
effect in possession and enjoyment after 
death. 

Lovick N. Hornsby, Directory of In- 
heritance Tax Division of the South 
Carolina Tax Commission, offered an 
enlightening paper on “Statutory Pro- 
visions, Office Audits & Field Investiga- 
tions.” 

At the suggestion of Charles Keating 
of Minnesota, the group unanimously 
voted to present a resolution to the 
Resolution Committee declaring that, 
because various mortality tables with 
relation to death taxes are used by the 
States and still a different one by the 
Federal government, the taxing officials 
of the States urge enactment of legisla- 
tion which shall adopt the Federal mor- 
tality tables. 

Mr. Hornsby was elected Chairman of 
the 1961 meeting with your Chairman 
for the current meeting to serve as Vice- 
Chairman. 


& & & 


Pros and Cons of Joint 
Tenancy* 


While there are some advantages to 
placing title to property in joint owner- 
ship, there are many, many disadvan- 
tages. To summarize the advantages: 

(1) There may be a small saving 
with respect to administration expenses 

*Summary from address of C. Leo Sutton, of Dil- 


worth, Paxson, Kalish, Kohn & Dilks, before Phila- 
delphia Estate Planning Council, May 5, 1960. 


and counsel fees upon the death of one 
of the joint owners. 

(2) The jointly owned property is 
immediately available to the surviving 
joint tenant owner so that the property 
is not in the usual sense of the word 
“tied up” for the period of administra- 
tion. But at least for Federal estate tax 
purposes there are liens against that 
property in the hands of the survivor. 


(3) There is a slight advantage in 
the sense of a gift tax credit under cer- 
tain circumstances. 

Taking the column entitled “Disad- 
vantages” we find: 


(1) There is not the terrific saving 
taxwise, particularly between husband 
and wife, that some people think exists. 
As a matter of fact, in most instances 
there is no Federal estate tax saving at 
all. From the standpoint of Pennsylvania 
Transfer Inheritance Tax, there are sit- 
uations where the donor finds himself 
paying taxes on property he placed in 
joint names. 

(2) There is the loss of control. One 
of the joint owners may become legally 
incompetent. There is the possibility of 
marital difficulty arising between hus- 
band and wife. Joint ownership by an 
adult and a minor can result in tying the 
hands of the adult with respect to the 
management, control and disposition of 
the property. 

(3) Upon the death of a co-owner 
the survivor in many instances by in- 
heriting the property completely frus- 
trates the intent of the decedent. For ex- 
ample: Property is put in the joint 
names of father and mother. Father dies. 
Title becomes vested in the widow. The 
widow remarries. Automatically the new 
husband becomes entitled to a share of 
the wife’s estate under our statutory law 
and part of the property therefore can 
devolve to the second husband to the 
exclusion of the children of the original 
owner. 
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(4) There is the possible duplica- 
tion of taxes resulting from the owner- 
ship of the same property or the inclu- 
sion of the proceeds of that property in 
the estate of the survivor upon his or 
her death. 

The cooperation of lawyers, trust of- 
ficers, accountants and life insurance 
representatives operating as a team can 
do a real service for the client. If you 
become aware of the existence of one of 
these problems in the affairs of your 
client, do not hesitate to call in the man 
who could help to solve it. Only too 
often we are either jealous of our client 
relationship and hesitate to bring the 
other man into the picture or we are re- 
luctant to suggest the other man’s pres- 
ence lest our client suppose we may not 
know all of the answers. I feel it is never 
an admission of weakness to suggest 
that the accountant, life insurance man 
or trust man be brought into consulta- 
tion with the client so that the best re- 
sults can be obtained for the client and 
his family. 

A AA 
e The 1960 annual convention of the 
National Association of Life Underwrit- 


ers met in Washington, D. C., September 
11-16 with an attendance of 2,500. 
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Fiduciary .. in 
Oil & Gas Leases 


ROY E. SMITH 


Vice President and Trust Officer, The First National Bank of El] Dorado, Arkansas 


LEASE COVERING THE RIGHT TO 

drill for oil and gas entitles the les- 
see to 7gths of the oil and gas recovered, 
reserving to the lessor the Ygth which is 
paid by the purchaser of the oil or gas. 
The following points are of interest to 
fiduciaries who may be concerned with 
such leases. 

1. Ownership of lands and minerals 
and royalty interests in general — The 
ownership of land generally carries full 
and complete possession, which means 
the surface rights and all that is thereon 
located plus the minerals that are under- 
ground and royalty rights to them. Any 
part of these rights may be severed, such 
as the sale of timber above ground or 
any part or all of the mineral and roy- 
alty rights below. 

The 14 belongs to the owner as royal- 
ty but he may sell all or part of it which 
is frequently done by deed of convey- 
ance and is considered real estate to the 
purchaser, or is an interest in that land 
to the extent conveyed in the deed. Such 
mineral interests may be and frequently 
are held by a number of owners, scat- 
tered far and wide. The leasing rights go 
with the mineral interests only. The les- 
sors receive 1th of the oil, gas or other 
minerals discovered and the lessees the 
Yeth. We find that some mineral owners 
cannot be found and some do not care 
to lease for one reason or another. 

2. Those dealing with us — Large 
companies test the structure of a terri- 
tory through the geophysical approach, 
which we call “shooting,” thus determin- 
ing through the creation of small earth- 
quakes what the structure of the earth is 
thousands of feet underground. In this 
way they are able to say that such struc- 
ture exists where oil and gas might be 
expected to be. The geophysicists ask the 
right to thus explore. This is not a lease 
right and we usually grant this permis- 
sion without charge. 

Geologists and/or scouts often for 
large companies or for themselves or for 
a group of individuals seek leases ex- 


This article, written at the request of the editors, 
is based upon a talk before the 1960 Arkansas Trust 
Conference. 
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pecting to drill or to protect other drill- 
ing rights they already have. Individuals 
often seek leases assembling acreage to 
do drilling themselves. “Lease hounds,” 
usually working for others, ask for leases 
attempting to acquire a block of acreage 
to get and protect drilling rights. Or, 
sometimes they acquire leases to sell to 
others at a profit to themselves. 

3. In granting leases — The consid- 
eration is all important. Though often 
approached with a request that a lease 
be given gratis in the accumulation of a 
block, we never give a lease away, un- 
der the theory that a fiduciary never has 
a right to make a donation unless the in- 
struments under which we operate com- 
mand it. The going price in our terri- 
tory for oil and gas leases is $25 per 
acre plus $1.00 per year per acre rental 
after the first year for a 5-year commer- 
cial lease. Sometimes a lease is granted 
for $15 per acre for a 3-year period plus 
the year rental, or $10 for a 1 or 2 year 
lease. Often a short lease (1 year or 
less) is granted with a contract to drill 
in lieu of cash consideration. 

Occasionally an overriding royalty is 
exacted in lieu of a cash consideration 
if oil is likely to be found, which is 
1/32th, or 1/16th in addition to the 
Vth reserved in the lease. Sometimes, 
but very seldom, an oil payment in lieu 
of cash consideration has been accepted, 
which is a proportionate part of the first 
oil produced until an agreed amount is 
paid. 

Another leasing problem to be 
watched is the matter of separate leases, 
if the tract is large, to insure offset drill- 
ing. To explain, if a large tract is grant- 
ed in the lease and a producing well is 
brought in on one part, the lessee can 
hold the whole tract without additional 
drillings, thus permitting surrounding 
wells to drain out oil under the lessee’s 
land without remuneration. 

4. Lease rentals — The granting of 
a lease carries the right to drill. If the 
lease is longer than a year, and drilling 
has not been started within the first 
year, rental for the extension each year 
at the bargained figure must be paid be- 


fore the expiration of the year to extend 
it each year, else the lease automatically 
expires. The accepted annual rental in 
this area is $1.00 per acre per year after 
the first year. 

5. If oil or gas is found — As long 
as oil or gas is produced in commercial 
quantities, no further lease rentals are 
paid and the lease right continues until 
the well or wells are abandoned by the 
producers. 

6. Division orders — When oil or 
gas is found before payment is made to 
the interested parties by the purchasers 
of the products of the well, the pur- 
chasers require the owners in interest to 
sign division orders, which set out to 
the purchasers the proper division of 
the money. These may be made out for 
each separate owner to execute, or many 
owners may execute the same division 
order, as conditions and residence dic- 
tate. 

7. When income is received from 
production of oil or gas — The purchas- 
ing companies pay the owners of royalty 
their th or lesser fraction after deduct- 
ing severance taxes which are exacted 


by the taxing authorities. Royalty pay-: 


ments are treated as income, and taxable 
as such after depletion. Depletion of 
2714% is allowed by the Federal Gov- 
ernment (25% by Arkansas). In figur- 
ing the depletion allowance which ap- 
plies to the gross, the severance tax is 
restored to arrive at the figure from 
which to deduct it, but the severance tax 
is also allowed as a deduction. 

8. Trust department ownership — 
Trust Department ownership of produc- 
tion and non-producing mineral and 
royalty interests is usually acquired or- 
iginally from the decedent or settlor of 
a living trust, or under a guardianship 
appointment. Our valuations are usually 
arrived at as to production by taking the 
average receipts per month over a six 
months period prior to receiving the ac- 
count, multiplied by the estimated life of 
that production as determined either by 
engineers or the Arkansas Oil & Gas 
Commission. The oil payments balances 
due are taken at face value unless it is 
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ascertained that the wells have declined 
to the point that it is unlikely that the 
balance will ever be paid in full. 


Non-producing minerals and royalties 
are given a nominal value of $1.00 a 
tract, for these are of no value except 
that title is held and some day they 
might have some value for trading or 
leasing purposes. Fee land with full or 
partial mineral interests bears the value 
of the land, no value being given to the 
mineral interests at all if no production 
is on it. 


9. Lease rental handling — Gener- 
ally a bank is named as the place of 
payment of lease rentals in the lease, yet 
the bank may not know it until the rent- 
al is presented for payment, the reason 
being that mineral ownerships may be 
distributed far and wide, and at the time 
of payment owners are difficult to find. 
Some banks have refused to accept these 
payments while some banks have credit- 
ed such payments to the depositor’s ac- 
counts. To refuse to accept the payment 
is poor public relations and could hin- 
der the progress of development of the 
area. To credit the payment to the cus- 
tomer’s account could put the bank in 
the position of having bound the lease 
for another year if the lease rental was 
paid too late and the customer inadver- 
tently checked the money out. 


Our bank has always accepted lease 
rental payments through our Collection 
Department. With the check, the payor 
gives us the payees’ names, addresses, 
the description of the property under 
lease or recorded, book and page, or 
both, the date due and to what date pay- 
ment extends the lease. All of this is re- 
corded on a form filled out in quadrupli- 
cate. The first copy (blue) is worded 
“Pay to the order of (payee)” and be- 
comes in effect a cashier’s check and is 
mailed to the payee. The second (pink) 
is our receipt to the payor and reads 
“Received of (payor)” and the words 


“Not negotiable” prominently displayed. 
The third (yellow) is our permanent 
record of rentals paid and is filed in 
numerical order. The fourth (white) is 
our finding copy and is filed alphabeti- 
cally as to payees. 


For leases of longer term than a year 
it is not possible for the recording of 
the lease to show whether or not the 
lease is in effect, so for “lease hounds” 
and others seeking a lease it is necessary 
for them to ascertain whether or not the 
rental for years after the first have been 
paid. Our finding copy (white) makes 
that information easily and quickly 
available. 


A bank by cooperation in all of its 
departments, whether or not it has a 
Trust Department, can greatly aid the 
exploration and development of natural 
resources in its area, just as it can aid 
in the development and expansion of 
other forms of business efforts. 


AAA 


Anderson Discusses Advertising 


at A.B.A. Trust School 


When many people are asking similar 
questions or are faced with similar prob- 
lems, the answers should be reflected in 
trust advertising, Merrill Anderson, 
president, Merrill Anderson Co., New 
York, told students at the National Trust 
School sponsored at Northwestern Uni- 
versity by the American Bankers Asso- 
ciation Trust Division. 

The greatest problem in advertising is 
to maintain and increase reader interest, 
Mr. Anderson said. For this reason the 
face-to-face experience of trust new busi- 
nessmen in a particular bank should in- 
fluence the advertising of that bank. 

“Fresh dramatic illustrations by su- 
perior artists, stories with genuine hu- 
man interest, tie-ins with current news, 
photographs of well known people with 
something to contribute on estate and 
tax matters, these are a few of the ad- 
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vertising techniques that are currently 
successful.” 
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Estate Planning Council 
Activities 
Southern Arizona (Tucson) — New 


officers for the term June 1960 through 
May 1961 are: Pres.— Willard B. Flem- 
ing, trust officer, Phoenix Title & Trust 
Co.; Vice Pres. — F. K. Carson, C.L.U.; 
Sec. — Jacob Smith, C.P.A.; Treas. — 
John L. Donahoe, Jr., attorney. The 
Council now has 95 members. 

New York, N. Y.—The following of- 
ficers were elected for the ensuing year: 
Pres.—T. T. Shaw, C.P.A.; Vice Pres. 
—John F. Ward, attorney; Sec.—Alfred 
S. Howes, regional advanced uwnder- 
writing consultant, Connecticut Mutual 
Life Insurance Co.; Treas.—B. William 
Steinberg, C.L.U., general agent, Massa- 
chusetts Mutual Life Insurance Co. 

San Antonio, Texas — Officers elected 
for the 1960-61 term are: Pres. — Wil- 
liam H. Webster, vice president and 
trust officer, National Bank of Com- 








merce; Vice Pres. — William E. Remy, 
attorney; Sec. — Bernard Lamoureux, 
C.L.U., American Hospital & Life Insur- 
ance Co.; Treas. — John F. Kramer, 
C.P.A. 
Complete 
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Trust 
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Christmas party for children of staff. 





BANK WINS ANNUAL REPORT 
AWARD FOR 9rnH TIME 


Pictures and diagrams enhanced the 
presentation of both factual accomplish- 
ments and the pervading spirit of The 
National Bank & Trust Co. of Fairfield 
County in its prize winning annual re- 
port for 1959. For the ninth time the 
Financial World’s Merit Award for the 
excellence of its annual report was re- 
ceived by this Connecticut trust institu- 
tion. 

The report, presented to the 126th an- 
nual meeting of shareholders in January. 
marked a year of unusual expansion and 
activity, the first full year of operation 
since the consolidation of the former 
Greenwich Trust Co. and the former 
First-Stamford National Bank & Trust 
Co. under the present name and leader- 
ship. 

Financially this growth meant an in- 
crease in Net Operating Earnings from 
$2.26 per share in 1958 to $2.41 per 
share in 1959 and a growth of $7,915.,- 
259 in Total Resources. This growth was 
described in the text and summarized in 
financial tables comparing the two years. 
Assets administered by the Trust Depart- 
ment were increased from $94,000,000 
to $108,800,000 and income for the de- 


partment again showed an increase. A 


Business Development Department was 
created during the year and the directors 
reported a stock dividend plan and a 
program for merging with the Black 
Rock Bank & Trust Co. of Bridgeport. 

Among the pictures and diagrams fea- 
turing new or improved services to cus- 
tomers were: the check of the future, an 
imprinter showing use of deposit identi- 
fication cards, the trademarks for two 
new consumer loan services and “Miss 
Electronic Checking Account for 1959” 
posed with the bank’s chairman. 

Closely related in importance to the 
customer were pictures of new and re- 
modeled offices, including the relocated 
trust quarters at the Greenwich office, as 
well as new electronic equipment, drive- 
in and parking facilities. The names of 
all officers were listed under the head- 
ings of the various offices and a separate 
listing gave the names and business con- 
nections of the several advisory boards. 
A two page center spread carried similar 
information regarding the board of di- 
rectors with individual photographs. 

The staff benefits described in the re- 
port included not only pensions, group 
life insurance, medical care and vaca- 
tions, but also a newly inaugurated 
profit sharing plan for officers and em- 
ployees. The 1959 payment into this 
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profit sharing trust amounted to more 
than $99,000. Changes in the staff were 
reported and pictures illustrated both 
business and_ recreational activities, 
Among these were: Dale Carnegie lead- 
ership classes and other study groups, 
Quarter Century Club activities, retire- 
ment ceremonies, the summer outing, 
the Christmas party and the children’s 
Christmas party. 

Others showed youngsters at the spe- 
cial children’s window, an art exhibit in 
the bank, several award presentations 
and some of the 24 staff members who 
graduated from the class in practical 
politics sponsored by the Stamford 
Chamber of Commerce. 

A section on the “Bank as Good Citi- 
zen” stated that at least 60 staff mem- 
bers had participated in one or more of 
fifteen named community activities. Two 
of these were represented by photo- 
graphs: the Lions Club and the annual 
United Fund drive. 

In connection with the bank’s 125th 
anniversary in 1959 a 12-page booklet 
entitled “125 Ways you can use the Na. 
tional Bank & Trust Company of Fair- 
field County . . . The Book of Banking 
Know How” was widely distributed. 
This booklet as pictured in the annual 
report and on the same page two early 
bank notes. One was “a $5 note from the 
first State bank notes issued by our pio- 
neer ancestor bearing the portrait of 
Roger Sherman, a signer of the Declara- 
tion of Independence.” The other was a 
$1 note from the second State bank issue 
of The Stamford Bank showing the 
bank’s first home. 

One final feature should be mentioned 
here. The back cover of the report lists 
all the offices in red on a background of 
white with a tiny drawing of each office 
building printed in blue. 
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ON THE PUBLICITY FRONT 


Newspaper and Magazine Advertising 


“Wealth is an accumulation of little 
things,” states an ad from First & Mer- 
chants National Bank, Richmond. The 
ad discusses the advantages of the bank’s 
Common Trust Fund as a means of ac- 
cumulating a modest estate and of being 
sure that the income from it, which in 
the usual estate plan “is the critical is- 
sue.” will be benefited by skilled invest- 
ment management and minimum ex- 
penses. 

“A few reasons for contacting our 
trust department” in an ad from City 
National Bank & Trust Co., Oklahoma 
City, are the fiduciary’s list of services 
which the department is prepared to ren- 
der “when you have estate problems in 
this area.” The ad was published in the 
“Oklahoma Banker” and advises that “in 
all phases of correspondent service, you 
will find us . . . Careful, Cooperative, 
Cordial.” 

“Which will your beneficiaries _re- 
ceive?” inquires an ad from the Bank of 
Delaware, Wilmington. The question re- 
fers to the whole dollar and the half dol- 
lar pictured in the ad, and the text dis- 
cusses how “skillful planning can effect 
substantial tax economies” in a time 
when taxes “can take a hippopotamus- 
size bite out of legacies, gifts, trusts...” 

A folder with reproductions of six 
newspaper advertisements used in 1960 
has been compiled and distributed by 
Deposit Guaranty Bank & Trust Co., 
Jackson, Miss. The introductory para- 
graph states that “the purpose of these 
messages is to point out the important 
advantages of sound estate planning...” 
and the back page carries the names, 
titles and photographs of the “team of 
trained trust officers” who are “ready at 
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From ad of Deposit Guaranty Bank & Trust 
Co., Jackson, Miss. 
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all times to work with you in all fidu- 
ciary matters.” The ads reproduced dis- 
cuss relatively the “estate planning 
team,” life insurance trusts, reasons why 
a will may be out of date, the impor- 
tance of calling one’s attorney to write 
or review a will, the conservation of es- 
tate assets, and the benefits for the fam- 
ily when an estate is left in trust. 

“You're always invited to use Fidel- 
ity’s Trust Facilities” notes an ad for 
correspondent services placed by Fidel- 
ity National Bank & Trust Co., Okla- 
homa City. The word “Trust” is inserted 
above the line with a caret, drawing 
special attention to that department, and 
the text discusses specifically pension 
and profit-sharing plans and estate plan- 
ning. 

“Your life insurance policy is part of 
your estate .. .” comments an ad from 
First National Bank, Dallas, which dis- 
cusses the value to an executor of having 
life insurance proceeds “to support your 
family during estate settlement, and to 
pay debts, taxes and settlement costs.” If 
the proceeds are to be left in trust, the 
ad states, “it is doubly important that 
you name a trustee with experience and 
the facilities necessary for investment 
supervision and accurate record keep- 
ing.” 


Forums 


A recent finance forum for women 
was enthusiastically received by the cus- 
tomers and friends of United States Na- 
tional Bank, San Diego. Entitled “Fash- 
ions in Finance,” the forum covered the 
subjects of insurance (A _ Stitch in 
Time), wills and trusts (Into Whose 
Hands) and family investing (Patterns 
for the Future). The program was re- 
peated for each of the three counties 
where the bank has offices. Interest was 
so great that the question period had to 
be ended by action of the moderator and 
many asked for an evening meeting 
which husbands could attend. 

A finance forum for women was spon- 
sored in May by Citizens & Southern 
National Bank, Spartanburg, S. C. The 
subjects presented were investments, life 
insurance, and wills and estate planning. 
A capacity audience of 200 attended and 
another forum is planned for the au- 
tumn. 


Booklets 


A four page folder on “Common 
Trust Funds” has been issued by Mont- 
clair (N.J.) National Bank & Trust Co. 
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Original home of Seattle-First National 
Bank where Dexter Horton had his bank 
from 1870 to 1876 under the name of 
Phillips, Horton & Co. 


to publicize the establishment of its Dis- 
cretionary and Legal funds, the latter 
being limited by the bank to fixed in- 
come investments. The folder tells what 
a Common Trust Fund is, explains the 
differences between the two funds and 
how they are operated, and points out 
that only qualified trusts administered 
by the bank in a fiduciary or co-fidu- 
ciary capacity may participate. 

A special 8-page issue of the staff pub- 
lication, “Bankoscope,” in June com- 
memorated the 90-year history of Seat- 
tle-First National Bank. Four of the eight 
pages are photographic “Glimpses of the 
Past” representing not only Seattle but 
communities where branches have been 
acquired or established. One page gives 
the origin of community names most of 
which represent industrial and business 
leaders or are derived from the Indian 
languages. Wenatchee, for instance, 
comes from a Yakima word which may 
mean “river issuing from a canyon” or 
— more romantically — “place of the 
rainbow.” 

Regrettably the issue gives no account 
of the development of Seattle-First’s 
trust business. The annual report, how- 
ever, comments that branch trust opera- 
tions have been expanded and strength- 
ened and that branches without a resi- 
dent trust officer are visited by trust 
representatives for scheduled calls. Ad- 
ministration of increasingly diversified 
types of property and business interests 
has put greater emphasis on specializa- 
tion within the department. 
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NEW BUSINESS PROGRAM 
(Continued from page 794) 


so well and uses a liberal seasoning of 
his sharp wit, he is able to be at once 
interesting, educational and amusing. 


VII. Cooperation with Professional 
Groups 


Attorneys, life underwriters and ac- 
countants are professionals with whom 
we must cooperate closely in acquiring 
new trust business. 


A. Attorneys — There are a number 
of ways in which we can encourage at- 
torneys to become real working partners 
in our new-business efforts. First you 
might consider “firm luncheons,” mid- 
day get-togethers for discussing cases 
and problems of mutual interest. 


Secondly, a program of working with 
young associates in law firms has a lot 
of merit. These young men are “on their 
way up” and many will be in a position 
to cooperate with you on some worth- 
while business. Wouldn’t a regular pro- 
gram of orientation, explaining to them 
the basic ins-and-outs of the trust busi- 
ness, put your institution “on the ground 
floor” in their thinking? 

Thirdly, referrals of business to attor- 
neys is something that must be given 
long and serious thought. Unfortunately 
none of us have very many opportuni- 
ties to refer business to attorneys but 
some facets of this matter that are im- 
portant are: 


1. Referrals to your own counsel 
— Yes or No? 


2. While you will, of course, be 


grateful to attorneys who have sent 
business to you, you should always be 
careful in attempting to return the 
compliment that you are not in any 
way “letting your customer down.” 


3. Keeping records of attorney re- 
ferrals is necessary. A senior officer 
in the trust department should have 
centralized control of all attorney re- 
ferrals, but bear in mind that this is 
a difficult task. It calls for judgment, 
responsibility and flexibility. Some in- 
stitutions give this authority to the 
man administering the new business 
program, but I am inclined to think 
that the choice here should be that 
of a particular man rather than of an 
office or position. 


4. Fees paid to attorneys repre- 
senting trust accounts could offer 
quite a temptation. We might believe 
that extremely liberal fee agreements 
will buy good will. Unquestionably a 
trust officer can never allow himself 
to succumb to this temptation. On the 
other hand attorneys pay income taxes 
too, and there is no reason why you 
should not be considerate of them 
when deciding how much of a fee 
ought to be paid in a particular tax- 
able year. 


5. When reviewing the draftman- 
ship of an attorney you are in an 
extremely delicate position. There will 
be occasions when you are compelled 
to seek corrections, but with a little 
imagination you can do so in a fash- 
ion that will not be displeasing. Our 
favorite procedure is to ask a series 
of questions designed at having the 
attorney find his own error. 

Be certain you are only questioning 
things that are important. Simply be- 
cause an attorney does not follow 
your sample form or does not use the 
very words which you yourself prefer, 
by no means indicates that you should 
suggest changes. 

6. The quickest and easiest way to 
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hamstring a new business development 
effort is to practice law. There is wide 
variance in definitions of the term 
“unauthorized practice of law.” Some 
years ago when working in another 
State, I was told by the Chairman of 
the County Bar Committee on un. 
authorized practice — perhaps faceti- 
ously — that the practice of law con- 
stituted everything other than the 
practice of medicine. 


The ground rules on this subject 
vary greatly from State to State and 
in many instances from Town to 
Town. I recommend that you become 
intimately familiar with the ground 
rules in your area. Abide by those 
which are in existence while you sim- 
ultaneously pursue any changes that 
should be made in the ground rules. 
Neither the legal profession nor the 
trust profession occupies such a high- 
ly affectionate position in the opin- 
ions of the general public that either 
can afford to engage in any public 
bickering. Fortunately there seems to 
be an ever increasing understanding 
between the two groups and intelli- 
gent consideration of a mutual prob- 
lem. 


We need one another and, more im- 
portant, the customer needs us both as 
an effective working combination. In 
any community where the bar and the 
banks cannot satisfactorily resolve dif- 
ferences you are faced with the obvious 
end of the calico dog and the gingham 
cat. A little prudent cooperation can 
avoid this end. 


B. Life Underwriters — No one ad: 
ministering a new-business program can 
be oblivious to the life insurance pro- 
fession. Indeed there are _ institutions 
where cooperation with life underwriters 
is responsible for the bulk of all new 
business developed. I dare say there 
isn’t any individual of financial sub- 
stance who has not been “gotten to” by 
some life underwriter. If you are not 
the beneficiary of such cooperative effort 
in your community by all means you 
should begin now by becoming ac 
quainted with the underwriters. 


Perhaps you will want a group of 
underwriters to lunch with you or have 
a more formal meeting with or withou! 
luncheon, whereby you can express yout 
desire for cooperation and simultaneous 
ly the ground rules which you believe 
should be followed. This can also be 
done by attending agency meetings and. 
in most instances, general agents and 
branch managers will be delighted to 
give you an opportunity to speak to theif 
people. 


The ground rules for cooperation with 
life underwriters are really quite simple 
and in most instapces constitute little 
more than common courtesy. Some @ 
those rules are: 
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1. Always honor the life under- 
writer’s presence and do everything 
possible to keep him in the case. 

2. Have respect for his proposals 
and his opinions concerning your pro- 
posals. 

3. Endorse his recommendations 
only when you can, in good conscience, 
for the best interests of your cus- 
tomer. But when there is an area of 
disagreement, consult with the un- 
derwriter privately and iron it out. 

4. Recognize what a valuable piece 
of property insurance is, and pay 
proper tribute to it when the occasion 
demands. 

5. Be aware of the fact that there 
are many instances where the use of 
options is desirable. 

Whenever you are aware of the need 
for insurance by one of your customers, 
do not just brush it off politely. Be fair 
to your customer and do everything 
possible to insist that he take a physical 
examination so that you can at least de- 
termine whether or not the insurance is 
available to him. 

C. Accountants — Here is perhaps the 
newest profession to join us in estate 
planning activities. We do not see them 
often enough when working with cus- 
tomers The accountant can make many 
major contributions to our efforts in 
developing business. We should accord 
the same treatment to our friends in the 
accounting profession that we do to at- 
torneys and life underwriters. 


VIII. Cooperation with Banking 
Officers 


The best place to get additional trust 
business is through existing banking 
customers and this inevitably means ar- 
ranging to have the banking officer in- 
troduce you. , 

If you have ever been employed on 
the commercial side of your bank, you 
will understand more readily that a 
banking officer has a full-time job to do. 
It takes all of his time and abilities to 
keep himself up to date on banking mat- 
ters. There is no reason to expect that he 
will know anything about trust matters 
or your trust department. 

These men, however, — like your- 
selves — are paid out of the profits of 
the bank and are employed by the same 
corporation and can be expected to do 
anything that is for the good of the 
corporation. As fundamental as it may 
sound, my first advice on this subject 
is to get to know the banking officer. If 
you get to know him you have ample op- 
portunity to gain his friendship and his 
respect. Once having arrived at this 
point, it is a fairly easy matter to give 
him a sufficient education in the funda- 
mentals of your trust operation to insure 
his intelligent cooperation. 
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But if you take the attitude that what 
he does for you in the way of develop- 
ing trust business is an extra-curricular 
activity done purely out of the kindness 
of his heart, you will invariably wind 
up with the right basis of cooperation. 


After a banking officer has been re- 
sponsible for a particularly good piece 
of trust business, if you can have his 
superior express your thanks to him fu- 
ture results will be assured. You must 
understand, however, that while he will 
appreciate your thanks, it is far more 
impressive for him to receive the grati- 
tude of his superior rather than a “thank 
you” from you or your superior. Nat- 
urally if the job done merits it, nothing 
could be better than recognition from 
your president and/or chairman. 

Another area of cooperation is deal- 
ing with your own directors. It is a fair 
assumption that each director represents 
an important center of influence in your 
community. To the degree that your 
directors value your trust services high- 
ly enough to recommend them to their 
friends, your development program will 
benefit immeasurably. 

One of the easiest and quickest ways 
to gain the respect and support of your 
particular board members is the simple 
device of planning their own individual 
estates or helping them with their trust 
matters. Incidentally, we cannot argue 
too strenuously against the merits of 
having our directors appreciate the job 
we are doing for the corporation. 

One word of caution concerning your 
work with directors — if your work 
with ordinary customers of the bank is 


labelled confidential and secret, then 
your work with directors must be 
labelled extremely confidential and top 
secret. What safeguards you use depend 
upon your own institution but certainly 
the affairs of officers and directors 
within the bank cannot be left in open 
files. 

The minimum security measure | 
would recommend is the use of sealed 
envelopes to contain your work papers, 
property information, etc. You should 
go to great lengths not to keep it a 
secret as to just how secretly you handle 
these matters. The idea of doing a job 


for the directors of your bank, of course, 


has equal merit where your bank offi- 
cers are concerned. 

The trust industry generally, and the 
development of new trust business par- 
ticularly, is in its infancy. If you have 
the style and the stuff, success is inevit- 
able. 

A AA 


INSURANCE FOR CHARITY 
(Continued from page 789) 


available to a donor to set up a chari- 
table life insurance program. Unusual 
funding methods may be used to cut 
the annual outlay of premium dollars, 
yet without disturbing tax benefits. And 
through charitable trust arrangements, 
a charitable life insurance policy may 
be used to create what is virtually a 
charitable foundation, with all the flexi- 
bility that a foundation affords, yet 
without the immediate outlay of sub- 
stantial capital that is usually involved 
in the creation. of a foundation. 
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Books 


Estates and Trusts: Third Edition 


GILBERT THOMAS STEPHENSON. Apple- 
ton-Century-Crofts, Inc., 35 W. 32nd St., New 
York 1 (441 pp.; $6.00). 


First published in 1949 and_ subse- 
quently revised shortly after enactment 
of the 1954 Internal Revenue Code, this 
textbook on estates and trusts has been 
wholly rewritten. The former editions 
presented materials basic to the study 
of this field — materials necessary for 
intelligent handling of family assets re- 
gardless of the prospective business or 
profession of the student. However, the 
scope of this edition has been enlarged 
by including materials required by the 
student anticipating a career in settling 
estates and administering trusts. 

To accommodate students of both 
types, the volume has been divided into 
four parts — (1) a general discussion 
of the disposition of property in estates 
and trusts; (2) a study of the adminis- 
tration of estate and trust property; 
(3) an analysis of the principles in- 
volved in parts (1) and (2); and (4) 
illustrations of instruments of disposi- 
tion and administration. For the student 
who wishes to pursue a subject further, 
the author has appended a collateral 
reading list to each chapter. 


1960 Taxation and Estate Planning 
Symposium 


Consolidated Reporting Co., 303 4th Ave., New 
York 10 (130 pp.; $3.20). 


The publisher has assembled here, un- 
der one cover, three noteworthy ad- 
dresses presented before estate planning 
councils on various estate planning 
problems, and fourteen articles previous- 
ly published in such periodicals as 
Fidelity’s Estate Planning Bulletin, 
Journal of the American Society of 
Chartered Life Underwriters, Illinois 


Bar Journal, and TRUSTS AND ESTATES. ° 


This year’s symposium includes works 
that cover the field generally as well 
as consideration of specific topics such 
as minimum deposit plans with insured 
loans, plans for rewarding executives, 
fixed dollar investments, and post mor- 
tem estate planning. Illustrative of more 
general studies are articles on common 
errors in estate planning, practical uses 
of life insurance in modern business, and 
practical problems in the administraticn 
of trusts and estates. 
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Essentially Equivalent to a Dividend 


PAUL D. SEGHERS; WILLIAM J. REIN- 

HART and SELWYN NIMAROFF. Ronald 

Press Co., 15 E. 26th St., New York 10 (332 

pp., $10.00). 

This work, the eighth in the Tax Prac- 
tioner’s Library Series which provides a 
summary of taxpayers’ experience in 
litigation of controversial sections of the 
revenue code, presents an exhaustive 
analysis of problems of corporate pay- 
ment or transfer of property to or for 
the benefit of a stockholder. The authors’ 
purpose is to indicate under which cir- 
cumstances a corporate distribution may 
be considered as “essentially equivalent 
to a dividend,” and, correlative to the 
primary subject, the circumstances un- 
der which a corporate distribution may 
be taxed as a capital gain or escape tax- 
ation as a return of capital. 

Every major case in this area has 
been digested and classified within two 
major groups — taxability to the stock- 
holder and deductibility to the corpora- 
tion. Included among the types of cor- 
porate transactions considered are cases 
involving distributions in partial or com- 
plete liquidation, distributions in reor- 
ganizations, stockholder’s bargain pur- 
chases, and payments by a corporation 
for the benefit of stockholders. 

The principal feature of the book is 
the manner in which the digests of de- 
cisions have been classified under a sys- 
tem of headings and subheadings. This 
will greatly facilitate locating all cases 
involving facts similar to those under 
consideration. 

| ea Say 


Taxation and Operations Abroad 


Tax Institute, Inc., 457 Nassau St., Princeton, 

N. J. (308 pp.; $6.00). 

The Tax Institute’s series on “The 
Impact of Taxation on Management Re- 
sponsibility” was inauguarated in 1958 
to advance the understanding of man- 
agement policy aspects of foreign busi- 
ness and investment. Included within the 
four-fold division of this year’s sym- 
posium are twenty-three papers. 

Part I deals with tax and management 
decisions in selecting the form of busi- 
ness organization for foreign operations, 
and various economic problems are 
analyzed in Part II. Current issues of 
foreign taxes affecting U.S. management 
is discussed in Part III of this volume 
and includéd here is a review Sof tax- 
ation in the European Common Market 
and a survey of the opportunities pre- 
sented by the use of Bahamian facilities. 
Congressman Hale Boggs, sponsor of 
the Foreign Investment Incentive Tax 
Bill, presents in Part IV his argument 
for tax incentives for overseas invest- 
ments. Also included in this section 
covering problems of national policy is 
a discussion from the government point 
of view on tax inducements to stimulate 
investment abroad. 


The Proceedings 1959-1960: Confer. 
ence of Actuaries in Public Prac. 
tice — Ninth Edition 


10 South LaSalle St., Suite 1300, Chicago 3 (447 
pp.; $12.50). 


Volume IX of this series contains 
papers presented at the 1959 annual 
meeting of the Conference of Actuaries 
in Public Practice. In order to give the 
layman an understanding of the actu- 
ary’s views, many of the papers are pre- 
sented in non-technical language. The 
subjects of the papers primarily relate 
to life and casualty insurance companies, 
pension funds, fraternal societies, banks 
and trust companies, and educational in- 
stitutions. 

Included among the topics considered 
are income tax problems of life insur- 
ance companies, variable annuities, prob- 
lems of pension funds, the Federal Wel- 
fare and Pension Plans Disclosure Act, 
optional retirement benefits under self- 
insured retirement plans, current trends 
in health insurance, and the population 
explosion. 


How to Invest and Live in Mexico 


DANIEL JAMES and CARL D. ROSS. Re. 
forma 336, Mexico 6, D. F. (278 pp.; $5.95). 
If you have in mind business or per- 
sonal dealings in our neighboring nation 
to the south, this is your handy refer. 
ence, full of practical information, clear. 
ly spelled out — not the work of a 
one-week visitor who has made a fast, 
superficial compilation of statistics. The 
author is correspondent of the Wall 
Street Journal, which gives stature to 
his favorable appraisal of the economy 
and opportunities for investment and 
business. Additionally, the foreigner is 
told how to adjust to local methods of 
conducting business with minimum fric- 
tion, a matter deserving of great atten 
tion Te appendices also present sources 
for specialized information and a bibli- 
graphy. This book is a real contribution 
to better intercommunication between 
Mexico and the United States. 
T.LF. 


ARTICLES 


American Wills Statutes: II 


JOHN B. REES, JR., Virginia Law Revier, 

June, 1960 (Charlottesville; $2.00). 

Part I of the author’s revision of Pre 
fessor Bordwell’s “Statute Law of Wills” 
appeared in the May issue of this la¥ 
review. Continuing in this study of the 
American law of wills, the article it 
this issue includes a fully documented 
analysis of statutes governing property 
that may pass under wills, limitation: 
upon testamentary powers, revocation by 
subsequent instrument or physical att 
and revocation by operation of law, rt 
publication, protection of children, deat! 
of the legatee before the testator, ané 
ademption. The section dealing with 
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revocation of a_ will by operation 
of law considers the effect of vari- 
ous circumstances that may occur sub- 
sequent to the execution of a_ will, 
such as the birth of a child, marriage, 
divorce, change of estate, or murder of 
the testator. 


Will Drafting Problems Posed by 
Mortgage Indebtedness 
AUSTIN FLEMING. Illinois Bar Journal, July 
1960 (424 So. Second St., Springfield; $1.00). 
Where the will provides for a specific 
devise of real property encumbered by 
a mortgage, the issue often posed is 
whether the testator devised merely his 
equity in the property or did he devise 
it free of the mortgage. This article 
considers this problem and related cases 
involving intestacy, jointly owned prop- 
erty, life estates, and mortgaged proper- 
ty constituting the major asset of a 
testamentary trust. After indicating the 
difficulties born of inadequate provisions 
in the will for payment of the mortgage, 
the author offers several clauses. to 
ameliorate the problems discussed. 


American Land Law Reform: Legal 

Co-Ownership, Dower, and Curtesy 
ROBERT N. COOK. Duke Law Journal, Volume 
1960, No. 4 (Durham, N. C.) 

The author contends that there pres- 
ently exists in the U. S. a serious short- 
age of large tracts of contiguous land, 
and that this condition can effectively 
be mitigated only by making land more 
freely alienable. The primary cause of 
undesirable and impractical ownership 
of parcels of land by many persons is 
ascribed to antiquated statutes of de- 
scent and laws governing administration 
of an intestate’s real property. After a 
brief discussion of modern» English law 
of property and the development of 
American property law, the balance of 
the article is given over to recommended 
statutory changes to effect an end to 
‘ragmentation of land titles. 


Stock Redemption Problems in Es- 
tate Planning 

HENRY J. SEBASTIAN, Journal of Accoun- 

tancy, July, 1960 (270 Madison Ave., New York 

16; $.85). 

This article gives some idea of the 
Scope of the relationship of stock re- 
demptions to other aspects of estate 
Planning. The author examines Section 
303 of the Code, relating to distributions 
in redemption of stock to pay death 
taxes, Section 304, concerning redemp- 
tion by related corporations, and the 
general rules under Section 302 which 
afford capital gains treatment for stock 
redemptions. Two rules under the latter 
section, “disproportionate redemptions” 
and the “constructive ownership” rules, 
are analyzed and illustrated with prac- 
tical examples. 
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Foreign Situs Trusts — Defining the 
Undefined 


ALAN H. HAMMERMAN, Taxes, July, 1960 
(4025 W. Peterson Ave., Chicago 46; $.75). 


It is the writer’s opinion that the 
form of tax-saving devices have been 
shifting from systems which take ad- 
vantage of “loopholes” in the law to 
systems which provide for tax deferral. 
One such system of tax deferral that 
has recently increased in popularity is 
the foreign situs trust, and the objec- 
tive of this article is to determine the 
tax status of trusts of this type. Because 
the Code is explicit in establishing rules 
for the taxation of nonresident alien in- 
dividuals, and its references to the for- 
eign situs trust are vague, the writer 
premises recommendation of the use of 
such a trust on the fact that it will 
be taxed as a nonresident alien indi- 
vidual. After a brief consideration of 
sections of the Code dealing with tax- 
ation of nonresident alien individuals, 
the writer discusses references to for- 
eign situs trusts found in the Code, regu- 
lations, cases, and revenue rulings. 


Wills: Drafting an Apportionment 

Clause in New York 

CHARLES L. KNAPP, New York University 

Law Review, June, 1960 (Washington Square 

So., New York 3; $2.00). 

Section 124 of New York’s Decedent 
Estate Law states that, except in a case 
where a testator otherwise directs, taxes 
shall be apportioned against all property 
included in the taxable estate. Since the 
Court of Appeals has ruled that there is 
a strong policy in favor of statutory ap- 
portionment, if a direction to the con- 
trary is to be indicated, the draftsman 
must employ precise language to at- 
tain the desired result. This article pre- 
sents a review of cases wherein the New 
York courts have determined what will 
or will not constitute a direction against 
apportionment, and also a discussion of 
the allocation of taxes among residuary 
beneficiaries and rules of construction 
governing apportionment of nontesta- 
mentary property. 


The Law of Trust Investment 


HAROLD B. ELSOM, Analysis Journal, July- 
August, 1960 (82 Beaver St., New York 5; 
$1.50). 

This is an analysis of the “Prudent 
Man Statute” of Texas (Sec. 46, Trust 
Act) and an evaluation of the “prudent 
man theory.” Inasmuch as the Texas 
statute is similar to “prudent man 
statutes” of other states, a reader from 
a state following the prudent man rule 
will find much of the commentary perti- 
nent. The author believes that it is 
probable that many old cases have led 
to the phraseology of the act and that 
“judicially determined meanings inhere 
in the statute.” Commencing with Harv- 
ard v. Amory, he examines the leading 
cases of many states in an endeavor to 














determine the meaning of such phrases 
in the statute as “permanent disposi- 
tion” and “reasonable skill,’ and to at- 
tain a general understanding of the 
statute. 


Estate Planning Comes of Age 


FRANCIS P. McGUIRE, Connecticut Bar 
Journal, June, 1960 (35 Lafayette St., Hart- 
ford; $1.00). 

“The days of the $25 will and two 
meetings between the client and attorney 
are gone.” The present day lawyer has 
an obligation to an estate owner to do 
more than draft a will and the pro- 
visions for a testamentary trust. In- 
dispensable to effective estate planning 
is an analysis of the personal aspects of 
an estate owner’s life — his relationship 
with his wife, children, and grandchil- 
dren, and his ideas as to the distribu- 
tion of his estate. 

It is not the purpose of the author 
of this article to solve estate planning 
problems; rather, his aim is to point 
out circumstances in a present estate 
that may culminate in after-death dilem- 
mas. Some of the latent problem areas 
often passed over in the estate plan- 
ner’s zeal to minimize estate taxes are 
selecting and training a successor for 
a business owner, estate liquidity, pro- 
vision for payment of unanticipated lia- 
bilities, such as a personal endorsement 
on a corporate note, and the difficulties 
involved in the sale of stock of a close 
corporation or an interest in a partner- 
ship. 

A A A 

e Practical suggestions for solving the 
problems of small banks will cover such 
matters as size of bank quarters, expand- 
ing number of stockholders, increasing 
loan volume and how to deal with it, 
shortage of personnel, creation of a farm 
department and creation of a trust de- 
partment. 

These are a few topics dealt with by 
R. L. Walton, president, Farmers & 
Merchants State Bank, Bushnell, Ill., in 
the August Mid-Continent Banker. 
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ESTATE TAX 


Blockage to be given effect in valua- 
tion of listed securities. Decedent owned 
1,440 shares of insurance company com- 
mon stock. On date of death 100 shares 
were traded on exchange on which stock 
was listed, at low of 86% and high of 
87%. Total of 3,400 shares were out- 
standing, and trading in stock was not 
active. Commissioner determined value 
at $87, mean value on date of death, 
rather than $84 as returned by estate. 


HELD: For estate. If block of stock 
of size owned by decedent had been of- 
fered on exchange, it would have de- 
pressed price by approximately 3 points. 
Moreover, if stock had been sold other 
than through exchange on “secondary 
basis,” marketing cost would approxi- 
mate 3% to 4%. Value of $84 was, there- 
fore, accepted by court as correct mar- 
ket value. G. EF. Bartol, Jr., Exr. v. Mc- 
Ginnes, D.C. E.D. Pa., July 19, 1960. 


Intended gifts left in safe deposit box 
held not completed. Decedent was owner 
of several U. S. Savings bonds payable 


FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


to him or his daughter. At time of de- 
cedent’s death, some of bonds were held 
in safe deposit box in joint names of 
himself and his wife, and some others 
were in safe deposit box in joint names 
of himself and daughter. Daughter did 
not possess key to box in her joint name. 
Decedent had intended to make gifts of 
bonds to daughter, and his wife had 
consented to gifts of her community in- 
terest in bonds to daughter. Daughter 
paid income taxes on interest earned by 
bonds. Commissioner included bonds in 
decedent’s estate. 

HELD: For Commissioner. There was 
no effective delivery to constitute gift of 
bonds under local state law. Property 
was, therefore, includible in estate. EZ. 
B. Graham, Exrs. v. U. S., D.C. W.D. 
Wash., July 21, 1960. 


Bequest to charity to be selected by 
decedent’s relative qualifies for chari- 
table deduction. Decedent bequeathed 
portion of her estate to charities to be 
selected by her nieces. Election of recipi- 
ent was to be made within six months 
of decedent’s death. Nieces_ selected 
charity within time designated, and be- 
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quest was paid. Commissioner disallowed 
charitable deduction on ground that be- 
quest was uncertain and contingent. Es- 
tate paid deficiency and instituted suit 
for refund. 


HELD: For estate. Bequest to charity 
is deductible as transfer for charitable 
or religious purposes. Court emphasized 
fact that bequest was exempt in full 
from Indiana Inheritance Tax. Lincoln 
Nat. Bk. and Tr. Co., Exr. v. U. §S, 
D.C. N.D. Ind., June 28, 1960. 


No discount allowed for valuation of 
fractional interest in realty. Decedent 
possessed undivided one-fourth interest 
in brick building. It was in need of re 
pairs and required expenditures of sub- 
stantial capital to put it into condition 


-for commercial use. Four months after 


decedent’s death, negotiations were com- 
menced to sell building, and_ several 
months thereafter property was disposed 
of. Commissioner determined total fair 
market value of property and charged 
estate with one-fourth thereof. Estate 
contended that it was entitled to dis- 
count of 15% to 25% of such value since 
it held minority interest. 

HELD: For Commissioner. Since other 
owners of interests in property were in 
unity with respect to disposal purposes, 
no discount for minority interest was al- 
lowed by court. C. S. Blackburn v. U.S, 
D.C. S.D. Ind., July 20, 1960. 


State court’s determination respecting 
exercise of powers of appointment bind: 
ing fer Federal Estate Tax purposes. 
Under her parents’ wills, decedent in 
1935 and 1936 received life interest and 
powers of appointment by will over two 
trust estates. Should she fail to exercis¢ 
powers of appointment, trust estates 
would devolve to her son. Upon dece- 
dent’s death, son contended in state court 
action that there was default in exercisé 
of powers of appointment, and he was, 
therefore, entitled to trust assets. Cer- 
tain trustees maintained that powers of 
appointment had been exercised by de 
cedent’s will. State court determined 
that there was default and trust assets 
passed to son. Commissioner contended 
that pre-1942 powers of appointme! 
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had been exercised and assets were in- 
cludible in decedent’s estate. 

HELD: For estate. State court’s deter- 
mination is binding with respect to prop- 
erty rights of claimants. Since it had 
held that pre-1942 powers of appoint- 
ment had not been exercised, trust prop- 
erties were not includible in decedent’s 
estate. G. E. Bartol, Jr.. Exr. v. Me- 
Ginnes, D.C. E.D. Pa., July 19, 1960. 


Additional atterneys fees incurred in 
refund suit held not deductible. Estate 
instituted suit for refund of additional 
taxes resulting from Commissioner’s de- 
termination that certain gifts were in- 
complete and were includible in gross 
estate. Attorneys fees incurred in proc- 
essing action were claimed as deduction 
from estate. Commissioner disallowed 
deduction. 


HELD: For Commissioner. Executrix 
and attorney had available to them at 
all times facts which clearly showed that 
refund claim was not justified and should 
be denied. Court, therefore, held that 
attorneys fees were not deductible from 
decedent’s gross estate. H. B. Graham, 
Exrx. v. U. S., D.C. W.D. Wash., July 
21, 1960. 


Funeral expenses not deductible where 
will contained no direction for payment. 
Decedent’s will contained no specific di- 
rection for payment of funeral expenses. 
They were paid, however, out of dece- 
dent’s residuary estate, and were ap- 
proved and confirmed by state court. 
Under state law of Indiana, funeral ex- 
penses were not payable out of dece- 
dent’s estate. Commissioner disallowed 
funeral expense deduction. 


HELD: For Commissioner. State law 
did not authorize payment of funeral ex- 
penses from decedent’s estate. They did 
not, therefore, qualify as deduction. C. S. 
Blackburn v. U. S., D.C. S.D. Ind., July 
20, 1960. 


Legal life estate held not to qualify 
for marital deduction. Decedent  be- 
queathed residue of estate to wife for 
life with remainder over to his children 
and grandchildren. Widow was named 
executrix, and was given power to sell 
or dispose of any part of estate if, in 
her opinion, it became necessary or ex- 
pedient to do so. Estate claimed marital 
deduction for value of interest passing 
to widow. Commissioner disallowed de- 
duction on ground that it was terminable 
interest. 

HELD: For Commissioner. Extent and 
nature of legal interests passing to 
widow are to be determined under local 
State law. Under Rhode Island law, here 
in issue, life estate in personalty, which 
will necessarily be consumed by using, 
gives legatee absolute estate in property 
80 bequeathed. One of articles bequeath- 
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ed in residuary clause was automobile. 
Since this would necessarily be consumed 
by use, its value would qualify for mari- 
tal deduction. As to balance of property, 
bequest was limited to use for widow’s 
life, and power of sale or disposal was 
only conferred upon her in her capacity 
as executrix, and upon anyone who might 
serve in such capacity. This power evi- 
denced testator’s intention that property 
should be preserved as far as possible 
for remaindermen. It did not give widow 
unlimited right of disposition under 
state law. Since interest was life estate 
and terminable under state law, it did 
not qualify for marital deduction. E. 
Markoff, Exrx. v. U. S., D.C. R. I., July 
8, 1960. 


INCOME TAX 


Contribution to employees’ trust which 
was accrued prior to existence of trust 
is not deductible. Pursuant to terms of 
stockholders’ resolution and terms of 
trust instrument, effective date of em- 
ployees’ profit sharing trust was Janu- 
ary 1, 1954. On December 31, 1953, cor- 
poration accrued expense of $25,000, 
representing contribution to trust. Com- 
missioner disallowed deduction. Tax- 
payer contended that controlling date is 
date on which plan was adopted, which 
was prior to December 31, 1953. 

HELD: For Commissioner. Expressed 
intention of stockholders and board of 
directors controls existence of trust, and 
here it was expressly stated to be Jan- 
uary 1, 1954. No liability could be in- 
curred and accrued prior to that date. 
No employees’ rights could be fixed prior 
to such date. Until all events occur which 
fix amount of expense and determine 
corporate liability, no expense item may 


be accrued. West Virginia Steel Corp. v. 
Comm., 34 T.C. No. 88, Aug. 15, 1960. 


REVENUE RULINGS 


Income Tax: Tax treatment of inter- 
trust transfers of common trust funds. 
Taxpayer was beneficiary of testamen- 
tary trust. Trust was to terminate when 
beneficiary attained age of 21. Assets of 
trust consisted of units of participation 
in common trust fund. Upon reaching 21, 
beneficiary created revocable living trust, 
for her benefit, naming same bank as 
trustee. Bank was directed to transfer 
most of participating units in common 
trust fund to new trust. This was ac- 
complished by making necessary book 
entries. 

Service rules that no taxable gain will 
result from such transfer, since it does 
not constitute “withdrawal” of partici- 
pating interest, provided no funds change 
hands, there is no surrender of indicia 
of ownership, nothing is received by 
taxpayer-beneficiary, and trustee of two 
trusts is same. Basis of participating 
units in hands of transferee trust will 
be same as that of transferor. Rev. Rul. 
60-256, I.R.B. 1960-31, 10. 


Income Tax: Costs incurred to issue 
stock dividend represents capital and not 
current expense. Corporation incurred 
costs in connection with issuance of cap- 
ital stock in payment of stock dividend. 

Service rules that such cost is not or- 
dinary and necessary business expense. 
Commissioner relies upon case authority 
dealing with original issue of capital 
stock, and applies same rule to stock 
dividend payment. Cost incurred does 
not constitute current business expense. 
Rev. Rul. 60-254, LR.B. 1960-31, 8. 

(Continued on page 860) 
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BurToN F. PEEK, retired board chair- 
man of Deere & Co., bequeathed $25,000 
to each of his four daughters, and di- 
rected the executor to divide the residu- 
ary estate into four equal funds, each 
fund to be held and administered as a 
separate trust for one of the daughters. 
In addition to the net income, the trustee 
may distribute to the beneficiary such 
sums from principal as the trustee shall 
determine to be “necessary or appropri- 
ate for her care, support, comfort, 
travelling expenses and well-being.” 
Each of the daughters is empowered to 
direct by will payment of the remainder 
interest to her husband or decedent’s 
descendants, provided that no more than 
one third of the remainder is appointed 
to her husband. In default of appoint- 
ment, the remaining principal is to be 
distributed among the life beneficiary’s 
descendants, or if there are none, among 
the descendants of the testator. 

If any part of the trust becomes pay- 
able to a person under the age of twenty- 
five, or in the opinion of the trustee in- 
capable of properly managing his af- 
fairs, then the trustee may hold pos- 
session of this interest for his benefit 
until he attains the specified age or the 
incapacity is removed. However, all of 
the funds must be distributed within 
twenty-one years of the last survivor 
of testator’s descendants living at the 
time of his death. 


Named as executor and trustee is the 
City National Bank and Trust Co. of 
Chicago. The will provides for the re- 
moval of the trustee upon the written 
notice of the majority of three indi- 
viduals named in the will and each of 
the daughters then unmarried or a 
widow. 

C. JOHN KUHN, vice president and 
treasurer of the C.I.T. Corporation, af- 
ter providing in his will for payment of 
funeral expenses and estate taxes, di- 
rected payment of the residuary estate 
to his wife. The will grants to the ex- 
ecutrix, Mrs. Kuhn, or a successor indi- 
vidual executor, the unrestricted right 
to remove the corporate executor at any 
time, and to appoint any other individual 
or corporate executor. The corporate ex- 
ecutor, the New York Trust Co., may in- 
vest in any discretionary or legal trust 
fund maintained by it, if the individual 
executor consents in writing. 
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After outlining the executor’s powers 
of investment, the testator indicated that 
he had provided very broad powers be- 
cause he believed “that the unrestricted 
exercise of such powers in good faith, 
free from the threat of having their 
accounts surcharged for losses and de- 
preciation, will, upon the whole, operate 
for the best interest of my estate.” 


JOHN F. GEHAN, retired president of 
American Export Lines, Inc., bequeathed 
his household effects and personal prop- 
erty to his wife and devised his Illinois 
real property to his daughter. An 
amount equal to the “maximum marital 
deduction allowable in determining the 
United States estate tax” is to be paid 
to his wife and the balance of the estate 
is to be held in trust for the duration 
of Mrs. Gehan’s life. The trustee is di- 
rected to pay or apply so much of the 
income and principal as it shall deter- 
mine for the benefit of testator’s wife, 
daughter, and her issue, and any undis- 


tributed income is to be accumulated and, 
at the termination of the trust, dis. 
tributed with the principal to his daugh- 
ter or her issue. 

The Commercial Bank of North Amer. 
ica, named as executor and trustee, is 
directed to retain testator’s interest in 
his cooperative apartment and to allow 
Mrs. Gehan to live there rent free dur- 
ing her life. The executor is empowered 
to retain in the estate and to acquire 
additional shares of its own stock. The 
will also authorizes the executor to join 
with the wife in filing Federal income 
tax returns and to consent to gifts made 
by his wife as being made half by the 
estate for the purpose of Federal gift 
tax laws even though it may result in 
additional liabilities for the estate. 


A A 
TAX NOTES 
(Continued from page 859) 

Income Tax: Interest cn New York 
State Housing Finance Agency obliga- 
tions is tax exempt. New York State 
Housing Finance Agency was established 
pursuant to act of New York State Leg- 
islature to finance construction of low 
rent housing. 

Service rules that in view of substan- 
tial control and responsibility which New 
York State has exercised over manage- 
ment of Agency, obligations of Agency 
are considered to be issued on behalf of 
State by duly constituted authority. In- 
terest received on obligations is, there- 
fore, exempt from income tax. Rev. Ruk 
60-248, I.R.B. 1960-30, 7. 











N. Y. Public Library Picture Collection 
An 1855 lithograph from the Dusseldorf firm von Arnz & Co., whose caption records 
the supposed conversation as follows: 
“I’m dying and have left each of you $8,000 which my son will pay in a year.” 
“Why in a year?” 
“W ell, then, pay me the interest and I'll change my will so you can get it at once.” 
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ACCOUNTING — Court — Powers and 
Duties of Guardian ad Litem 
Where Executor’s Accounts Were 
Ailowed Merely on Notice to Trus- 
tee 


Massachusetts—Supreme Judicial Court 
Second Bank-State Street Trust Company v. 
Linsley, 1960 A.S. 811. 

This case is an aftermath of Claflin, 
Petitioner, 3836 Mass. 578 which held in 
substance that where executor and trus- 
tee are different persons, notice on the 
executor’s account to the trustee is suf- 
ficient and no guardian ad litem need 
be appointed; that when the trustee’s 
account is presented minors and unborn 
persons would have the protection of a 
guardian ad litem. 

The executor’s final account was al- 
lowed and the first four accounts of the 
trustees were before the court for al- 


lowance. Respondent was _ appointed 
guardian ad litem and requested ex- 
ecutor to make available for him tax 
returns, vouchers, etc. in support of 


these accounts. They refused on ground 
that their accounts had been finally ad- 
‘udicated and guardian ad litem was 
»ot required or authorized to consider 
these documents. The trustees informed 
him that the executors, well known to 
them, had conferred with them during 
administration of the estate; that the 
trustees were kept informed of all major 
items; that accounts and vouchers had 
been examined sufficiently by them and 
the items were found proper and the 
distributive share of the trustees proper- 
ly calculated. 

The guardian ad litem filed a report 
objecting to allowance of the accounts 
because he would be unable to determine 
whether or not the trustees were negli- 
gent in permitting the accounts to be 
allowed, to determine the correctness 
of amount paid to trustees and thus 
the question of negligence and adequate- 
ly to represent the interests of minors 
and unascertained persons. Before date 
of the hearing he subpoenaed the execu- 
tors to produce all income, inheritance 
and estate tax papers and vouchers. The 
trustees filed a petition to quash the 
subpoenas. The probate judge reserved 
decision and reported the case without 
decree for determination of the Supreme 
Judicial Court. 

HELD: First, the Probate Judge had 
no jurisdiction to make the report be- 
cause the case did not come within the 
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requirements of a report, namely (1) 
“cases in which interlocutory decrees or 
orders have been made,” or (2) “cases 
that have been heard for final deter- 
mination.” The guardian ad litem of- 
fered to waive this objection, but where 
there is a lack of jurisdiction waiver 
or consent cannot confer it. The court 
agreed, however, to indicate its views 
because of the nature of the question. 

Second. Involved in the allowance of 
the trustees’ accounts are (1) the trus- 
tees’ administration of the trust, and 
(2) the performance of their duty to 
acquire from the executors all that the 
trust was entitled to. The trustees 
argued that the guardian ad litem had 
no right to consider vouchers where the 
executors’ accounts were duly allowed, 
especially where his written report 
shows that he in substance disclaimed 
any ground for suspicion. These are sig- 
nificant circumstances to be weighed by 
the judge in fixing the value of the 
services of the guardian ad litem, and 
likewise to influence the guardian ad 
litem in deciding where to close this 
branch of his investigation. Once it 
appears that there has been reasonable 
investigation by the trustee a heavy bur- 
den descends on him to justify further 
expenditure of his time. Nevertheless 
this does not constitute a rule of law 
to bar him from a reasonable perform- 
ance of his duties. 

Where the executors’ accounts have 
been allowed the amount of time need- 
fully spent by a guardian ad litem is a 
subject for close scrutiny. This is par- 
ticularly pertinent here because the will 
contains an exculpatory clause providing 
that an executor or trustee should be 
liable only for his wilful misconduct. 
The guardian ad litem in his report 
states that his object is to determine 
whether or not the trustee was negli- 
gent. Negligence is not wilful miscon- 
duct, and if his intention was only to 
show negligence an examination of the 
tax returns and vouchers would not be 
justified. 


BAR RELATIONS — Kentucky Court 
Reaffirms Rule as to What Consti- 
tutes Practice of Law by Trust Com- 
panies — Tenor of Advertising 


Kentucky—Jefferson Circuit Court, 
Chancery Branch, Second Division 


Frazee et al. v. Citizens Fidelity Bank & Trust 
Company et al., decided Aug. 22, 1960. 


Plaintiffs, representing the Bar Asso- 


ciation, allege, first, that the trust com- 
pany defendants violated the provisions 
of the judgments entered by the Court 
of Appeals in Hobson v. Kentucky Trust 
Company, 303 Ky. 493, 194 SW 2d 454 
(1946) and, second, that since the Court 
of Appeals amended its rule 3.020 in 
1954 defining practice of law, trust com- 
panies can no longer perform certain 
functions in the administration of the 
estates in the probate division of the 
County Court, although specifically au- 
thorized to do so by the Hobson opinion. 
The trust companies maintain that they 
have not violated the terms of the Hob- 
son judgment and that the judgment in 
that case is res judicata of the issues 
here. 

HELD: (1) The Hobson judgment 
does not constitute res judicata. One 
generation of professional men (the Bar 
Association) cannot forever bind an- 
other generation in an action of this 
sort. More importantly, however, since 
the Court of Appeals has the inherent 
power to define and control the practice 
of law, it has the inherent power at a 
later time to re-define the practice of 
law. This the Court did in the 1954 
change. 

On the other hand, the opinion is the 
Hobson case is very persuasive. The 
Court gave specific approval to section 
287.220 which conferred upon trust com- 
panies, when acting as a fiduciary, all 
of the rights and powers allowed an in- 
dividual having a similar fiduciary 
capacity. The Court held that a trust 
company, as well as a layman, could 
“(a) institute probate proceedings, (b) 
follow(ing) such proceedings through 
to a final settlement of the estate, and 
(c) institute(ing) proceedings to secure 
. . . appointment to such fiduciary posi- 
tion.” KRS 395.145 then still in effect, 
provides that “no fiduciary shall be re- 
quired to be represented by an attorney.” 
Since the Kentucky Court has so authori- 
tatively spoken on this subject it is 
inappropriate for this Court to rely on 
outside precedents cited by the plain- 
tiffs. 

(2) The Court of Appeals at the time 
of the Hobson opinion defined the prac- 
tice of law as “any service rendered for 
a consideration involving legal knowl- 
edge etc.”. The 1954 change in 3.020 
omits the words “for a consideration.” 
The change does not expressly alter the 
Hobson rule and this Court is reluctant, 
in the absence of express renunciation 
of a rule by the Court of Appeals, to 
hold that it has been impliedly over- 
ruled. Moreover, to hold now that the 
omission of these words effects a change 
would be the equivalent of saying that, 
in the Hobson opinion, the Court of Ap- 
peals held that the trust companies 
could engage in a limited corporate prac- 
tice of law so long as they did so with- 
out being paid a consideration in addi- 
tion to their fiduciary fees. Actually, 
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when the Court therein denounced the 
practice, by the trust companies, of 
writing wills and other instruments, it 
prohibited them from continuing to do 
so “with or without compensation, di- 
rectly or indirectly.” 

The trust companies today have the 
same authority to perform the acts as 
authorized in the earlier case. Although 
a trust company under this rule may 
make an appearance in County Court 
for the purpose of processing an appli- 
cation for its appointment as a fiduciary, 
whenever there is a legal dispute as to 
who constitutes heirs at law, as to the 
validity or non-validity of a will or 
any other like dispute of a legal nature, 
the presentation to the County Court 
of such disputes would constitute the 
practice of law and could not be done 
by a salaried employee of a trust com- 
pany. There is no evidence, however, 
that the trust company defendants have 
engaged in this practice. Nor is there 
specific evidence that their officials have 
actually given advice to their customers 
“commonly understood to be the prac- 
tice of law.” 

Insofar as the advertisements com- 
plained of by plaintiffs attempt to estab- 
lish that their fiduciary services excel 
the fiduciary services of others engaged 
in a similar business, they are entirely 
in the field of legitimate merchandising. 
There is no evidence that the trust com- 
panies have advertised that they pos- 
sess the expert knowledge to draft deeds, 
wills or any other instruments. Indeed, 
most of the advertisements suggest to 
prospective customers that an attorney 
be employed to draft a will. 

The dissemination of sundry period- 


icals of a general nature pertaining to 
the law of wills, trusts, and the effect 
of taxes on estates does not constitute 
the practice of law. On the other hand 
some of the advertisements “emphasize 
the fact that salaried officers of a trust 
company can analyze and suggest im- 
provements in an estate plan, can point 
out dire circumstances of a failure to 
plan estates and avoid costly mistakes, 
and can use their knowledge and experi- 
ence to accomplish a substantial cash 
saving in the planning of an estate...” 
These convey the idea to the public that 
trust officers possess the expert knowl- 
edge to give legal advice. The ads are 
not directed to saving that might be 
accomplished in the administration of 
an estate but rather to mistakes that 
can be avoided and savings that can be 
accomplished in the planning of the 
estate. The average member of the pub- 
lic would probably think that this meant 
he could obtain the proper legal advice 
about his specific problem from those 
salaried trust officers. 

However, the Hobson judgment merely 
denounced the advertising of the ability 
to write deeds, wills and other instru- 
ments; it did not specifically prohibit 
the advertising of an ability to give legal 
advice. Thus, if the judgment has been 
violated in any way, it has been vio- 
lated in spirit and not in the letter. 
The bulk of advertisements of defend- 
ants are not subject to criticism. “It is 
a matter of evaluation to determine 
when a trust company crosses over from 
puffing its wares in regard to the ad- 
ministration of an estate and enters the 
field of puffing its wares insofar as the 
planning of an estate is concerned, 








Banking Since 1782 





Serving more 
people more 










For all fiduciary services in 
PENNSYLVANIA 
Why choose anything 
but... 








The 
First 








ways than 
any other Pennsylvania 
Philadelphia 
ads Banking and Trust Company 
Member Federal Deposit Insurance Corporation 
862 





thereby infringing upon the lawyers’ 
field.” 

Since most of the ads are not subject 
to criticism, an injunction is not justi- 
fied. A declaration of rights is justified 
in which it should be clearly declared 
“that the defendant trust companies 
have no authority either expressly or 
impliedly to hold themselves out to the 
public as having salaried employees who 
possess the expert knowledge that en- 
ables them to give advice in planning 
the legal aspects of an estate.” Since 
such a declaration would be hard to en- 
force because of the elements of evalua- 
tion and normal] differences of opinion, 
the trust companies might be willing to 
submit their advertisements to a quali- 
fied committee consisting of members 
appointed by the Bar Association and 
representatives of the trust companies. 


CLaims — Beneficiary’s Interest in 
Trust Subject to Claims for Sup- 
port and Alimony 


Oregon-—Supreme Court 


Shelley v. Shelley, 70 Ore. Adv. Sh. No. 27, p. 
1953. 


The residue of the estate was given to 
the bank in trust for the benefit of the 
wife of the deceased, and if she prede- 
ceased the testator the income from the 
trust was then given to the son, Grant, 
as long as he lives, with power in the 
trustee to distribute to him in the dis- 
cretion of the trustee part of the corpus 
after he arrives at the age of 30 years, 
subject to approval in writing by one of 
two named individuals. The trustee, in 
its sole discretion, could make disburse- 
ments for the use and benefit of Grant 
“or his children” in case of emergency 
entailing extraordinary expenses for the 
proper support and care of himself or 
his children. 


The wife predeceased the testator and 
Grant is still living. He was first mar- 
ried to the defendant, Patricia, by whom 
he is the father of two children. They 
were divorced in 1951, and the decree 
required Grant to pay support money for 
the children but did not call for pay- 
ment of alimony. Thereafter, Grant mar- 
ried the plaintiff, by whom two children 
were born. They were divorced in 1958 
and the decree required the payment of 
both alimony and a designated monthly 
amount for the support of the children 
of that marriage. 


Grant thereafter disappeared and his 
whereabouts were not known at the time 
of the suit. The plaintiff obtained an in- 
junction restraining the defendant trus- 
tee from disbursing any of the trust 
assets. The trustee brought a bill of in- 
terpleader tendering to the Court for 
disbursement all of the funds held in 
trust, and praying for an order estab- 
lishing the respective rights of the 
parties. The trial court entered a decree 
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subjecting the accrued income of the 
trust to the existing claims of the plain- 
tiff and Patricia; subjecting future in- 
come of the trust to the periodic obli- 
gations accruing by the divorce decrees; 
and further providing that if the trust 
income was insufficient to satisfy such 
claims, the corpus of the trust was sub- 
ject to invasion. 

HELD: 1. The interest of the bene- 
ficiary is subject to claims for support 
of his children; 2. The interest of the 
beneficiary is subject to claims for ali- 
mony; 3. The corpus of the trust is not 
subject to the alimony payments; 4. The 
amount of the claims allowed for the 
support of the children should be within 
the discretion of the trustee; 5. Any en- 
croachment upon the principal of the 
trust should be within the sole discre- 
tion of the trustee and, if the trustee 
should refuse to exercise such discretion, 
relief may be sought in a court of 
equity by the children. 

Public policy requires that the in- 
terest of the beneficiary of a trust should 
be subject to the claims for support of 
his children. As to the claim for alimony, 
there is a great difference of opinion 
among the courts but even though the 
trust had spendthrift provisions, the 
beneficiary’s interest in the income of the 
trust should be subject to the claims of 
the plaintiff for alimony. It is noted 
that the interest of the beneficiary is 
limited to the income from the trust. The 
amount of the claims for support of the 
children would be limited, however, to 
the exercise of the sole discretion of the 
trustee to determine the needs of the 
children, recognizing that the children 
may have direct support from their 
father or from assets other than from 
the income of the trust. 


COMMUNITY PROPERTY — Right of 
Wife to Avoid Voluntary Transfer 
of Life Insurance 


California—Supreme Court 

Tyre v. Aetna Life Insurance Company, 54 

A.C. 415. 

Louis Tyre took out an insurance 
policy with Aetna in the face amount 
of $20,000. Premiums were paid from 
community funds. Louis changed the 
beneficiary from his wife Rebecca to 
provide for Rebecca’s receiving an an- 
nuity for life, payments for ten years 
certain. If Rebecca failed to survive 
Louis by ten years, the monthly pay- 
ments were to be made to three daugh- 
ters. After Louis’ death, Rebecca, dis- 
covering the change in the beneficiary 
clause, disavowed the change and re- 
quested payment of the face amount of 
the policy in cash. Rebecca and her 
daughters brought this action praying 
for $10,000 in cash, representing Rebec- 
ca’s community interest and a declara- 
tion that the remaining $10,000 be paid 
according to the insured’s selection at 
$61.50 per month. 


SEPTEMBER 1960 


HELD: (1) The wife may recover her 
community interest, namely, $10,000, in 
the policy. 

(2) The wife must elect between her 
community interest and the rights given 
her under the policy. 


(3) The wife is entitled to recover 
$10,000, and the remaining $10,000 will 
be paid in installments to the daughters 
for Rebecca’s life with ten years’ pay- 
ments certain. 


DISTRIBUTION — Remainder Interest 
of Trust Held to Have Vested at 
Death of Testator — Should be Di- 
vided Among Those Living at 
Termination of Trust and Estates 
of Predecessors 


Massachusetts—Supreme Judicial Court 


Old Colony Trust Company v. Tufts, 1960 A.S. 
991, 6/30/60. 


Petition by a Trustee for instructions. 
Testator divided residue of his estate in 
varying shares to ten different persons 
outright, with two other shares in trust. 
As to nine of the outright gifts he added 
in substance “and in case that he shall 
predecease me, his share to his issue.” 
One of the outright legacies, to one 
Alice, had the provision that if she pre- 
deceased him her legacy should lapse. 
The two trusts, one for Mr. and Mrs. T 
and the other for Mr. and Mrs. Rock- 
well (the one at issue in this case) each 
provided that on death of the survivor 
of husband or wife, principal be paid 
“to those then entitled to receive the 
other shares ... under the terms of 
this will, paying to each a share pro- 
portionate to the share he or she is en- 
titled to of said residue.” 


All residuary legatees except Mrs. T 
survived. Mr. T died shortly after, while 


the others were still living, so distribu- 
tion created no problem. The trouble 
came with the Rockwell trust. The sur- 
vivor of the Rockwells died in 1958, 
when three residuary legatees were liv- 
ing, the other seven had died, all but 
one leaving issue. The probate court 
decreed that the trust assets should be 
proportionately divided among the three 
living legatees and issue of the deceased 
legatees, the latter taking by right of 
representation. The three living children 
appealed, claiming that the only per- 
sons entitled were those living when the 
Rockwell trust terminated. 

HELD: (marjority decision) Both 
sides were wrong. The fund should be 
proportionately divided among the three 
living legatees and the estates of those 
who had died, including Alice. The court 
went on the principle that the gift was 
not contingent on being alive when the 
Rockwell trust ended, but that remainder 
interests, in absence of a clear contrary 
intention, are to be treated as vesting 
at death of the testator. There was noth- 
ing in this will to require a contrary 
construction. The provision for issue 
of a deceased legatee taking its parent’s 
share applied only to those who prede- 
ceased the testator, not those who died 
after and before the trust terminated. 

The court added the following: “Our 
conclusion is more favorable than the 
final decree to at least one party who 
has not appealed, the executor of Mary 
Alice Tufts. That this appellee may re- 
ceive more than under the final decree 
is unimportant where, on a petition for 
instructions, we have before us every- 
thing which was before the probate 
judge and must enter the proper decree 
required by the record even if this in- 
volves dealing with the interests of per- 
sons not appellants.” 
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when the Court therein denounced the 
practice, by the trust companies, of 
writing wills and other instruments, it 
prohibited them from continuing to do 
so “with or without compensation, di- 
rectly or indirectly.” 

The trust companies today have the 
same authority to perform the acts as 
authorized in the earlier case. Although 
a trust company under this rule may 
make an appearance in County Court 
for the purpose of processing an appli- 
cation for its appointment as a fiduciary, 
whenever there is a legal dispute as to 
who constitutes heirs at law, as to the 
validity or non-validity of a will or 
any other like dispute of a legal nature, 
the presentation to the County Court 
of such disputes would constitute the 
practice of law and could not be done 
by a salaried employee of a trust com- 
pany. There is no evidence, however, 
that the trust company defendants have 
engaged in this practice. Nor is there 
specific evidence that their officials have 
actually given advice to their customers 
“commonly understood to be the prac- 
tice of law.” 

Insofar as the advertisements com- 
plained of by plaintiffs attempt to estab- 
lish that their fiduciary services excel 
the fiduciary services of others engaged 
in a similar business, they are entirely 
in the field of legitimate merchandising. 
There is no evidence that the trust com- 
panies have advertised that they pos- 
sess the expert knowledge to draft deeds, 
wills or any other instruments. Indeed, 
most of the advertisements suggest to 
prospective customers that an attorney 
be employed to draft a will. 

The dissemination of sundry period- 


icals of a general nature pertaining to 
the law of wills, trusts, and the effect 
of taxes on estates does not constitute 
the practice of law. On the other hand 
some of the advertisements “emphasize 
the fact that salaried officers of a trust 
company can analyze and suggest im- 
provements in an estate plan, can point 
out dire circumstances of a failure to 
plan estates and avoid costly mistakes, 
and can use their knowledge and experi- 
ence to accomplish a substantial cash 
saving in the planning of an estate...” 
These convey the idea to the public that 
trust officers possess the expert knowl- 
edge to give legal advice. The ads are 
not directed to saving that might be 
accomplished in the administration of 
an estate but rather to mistakes that 
can be avoided and savings that can be 
accomplished in the planning of the 
estate. The average member of the pub- 
lic would probably think that this meant 
he could obtain the proper legal advice 
about his specific problem from those 
salaried trust officers. 

However, the Hobson judgment merely 
denounced the advertising of the ability 
to write deeds, wills and other instru- 
ments; it did not specifically prohibit 
the advertising of an ability to give legal 
advice. Thus, if the judgment has been 
violated in any way, it has been vio- 
lated in spirit and not in the letter. 
The bulk of advertisements of defend- 
ants are not subject to criticism. “It is 
a matter of evaluation to determine 
when a trust company crosses over from 
puffing its wares in regard to the ad- 
ministration of an estate and enters the 
field of puffing its wares insofar as the 
planning of an estate is concerned, 








Banking Since 1782 





Serving more 
people more 










For all fiduciary services in 
PENNSYLVANIA 
Why choose anything 








The 
First 








ways than 
any other Pennsylvania 
Philadelphia 
honk Banking and Trust Company 
Member Federal Deposit Insurance Corporation 
862 





thereby 
field.” 


Since most of the ads are not subject 
to criticism, an injunction is not justi- 
fied. A declaration of rights is justified 
in which it should be clearly declared 
“that the defendant trust companies 
have no authority either expressly or 
impliedly to hold themselves out to the 
public as having salaried employees who 
possess the expert knowledge that en- 
ables them to give advice in planning 
the legal aspects of an estate.” Since 
such a declaration would be hard to en- 
force because of the elements of evalua- 
tion and normal differences of opinion, 
the trust companies might be willing to 
submit their advertisements to a quali- 
fied committee consisting of members 
appointed by the Bar Association and 
representatives of the trust companies. 


infringing upon the lawyers’ 


CLaims — Beneficiary’s Interest in 
Trust Subject to Claims for Sup- 
port and Alimony 


Oregon—Supreme Court 


Shelley v. Shelley, 70 Ore. Adv. Sh. No. 27, p. 
1953. 


The residue of the estate was given to 
the bank in trust for the benefit of the 
wife of the deceased, and if she prede- 
ceased the testator the income from the 
trust was then given to the son, Grant, 
as long as he lives, with power in the 
trustee to distribute to him in the dis- 
cretion of the trustee part of the corpus 
after he arrives at the age of 30 years, 
subject to approval in writing by one of 
two named individuals. The trustee, in 
its sole discretion, could make disburse- 
ments for the use and benefit of Grant 
“or his children” in case of emergency 
entailing extraordinary expenses for the 
proper support and care of himself or 
his children. 

The wife predeceased the testator and 
Grant is still living. He was first mar- 
ried to the defendant, Patricia, by whom 
he is the father of two children. They 
were divorced in 1951, and the decree 
required Grant to pay support money for 
the children but did not call for pay- 
ment of alimony. Thereafter, Grant mar- 
ried the plaintiff, by whom two children 
were born. They were divorced in 1958 
and the decree required the payment of 
both alimony and a designated monthly 
amount for the support of the children 
of that marriage. 


Grant thereafter disappeared and his 
whereabouts were not known at the time 
of the suit. The plaintiff obtained an in- 
junction restraining the defendant trus- 
tee from disbursing any of the trust 
assets. The trustee brought a bill of in- 
terpleader tendering to the Court for 
disbursement all of the funds held in 
trust, and praying for an order estab- 
lishing the respective rights of the 
parties. The trial court entered a decree 
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subjecting the accrued income of the 
trust to the existing claims of the plain- 
tiff and Patricia; subjecting future in- 
come of the trust to the periodic obli- 
gations accruing by the divorce decrees; 
and further providing that if the trust 
income was insufficient to satisfy such 
claims, the corpus of the trust was sub- 
ject to invasion. 

HELD: 1. The interest of the bene- 
ficiary is subject to claims for support 
of his children; 2. The interest of the 
beneficiary is subject to claims for ali- 
mony; 3. The corpus of the trust is not 
subject to the alimony payments; 4. The 
amount of the claims allowed for the 
support of the children should be within 
the discretion of the trustee; 5. Any en- 
croachment upon the principal of the 
trust should be within the sole discre- 
tion of the trustee and, if the trustee 
should refuse to exercise such discretion, 
relief may be sought in a court of 
equity by the children. 

Public policy requires that the in- 
terest of the beneficiary of a trust should 
be subject to the claims for support of 
his children. As to the claim for alimony, 
there is a great difference of opinion 
among the courts but even though the 
trust had spendthrift provisions, the 
beneficiary’s interest in the income of the 
trust should be subject to the claims of 
the plaintiff for alimony. It is noted 
that the interest of the beneficiary is 
limited to the income from the trust. The 
amount of the claims for support of the 
children would be limited, however, to 
the exercise of the sole discretion of the 
trustee to determine the needs of the 
children, recognizing that the children 
may have direct support from their 
father or from assets other than from 
the income of the trust. 


COMMUNITY PROPERTY — Right of 
Wife to Avoid Voluntary Transfer 
of Life Insurance 


California—Supreme Court 


Tyre v. Aetna Life Insurance Company, 54 
A.C. 415. 


Louis Tyre took out an insurance 
policy with Aetna in the face amount 
of $20,000. Premiums were paid from 
community funds. Louis changed the 
beneficiary from his wife Rebecca to 
provide for Rebecca’s receiving an an- 
nuity for life, payments for ten years 
certain. If Rebecca failed to survive 
Louis by ten years, the monthly pay- 
ments were to be made to three daugh- 
ters. After Louis’ death, Rebecca, dis- 
covering the change in the beneficiary 
clause, disavowed the change and re- 
quested payment of the face amount of 
the policy in cash. Rebecca and her 
daughters brought this action praying 
for $10,000 in cash, representing Rebec- 
ca’s community interest and a declara- 
tion that the remaining $10,000 be paid 
according to the insured’s selection at 
$61.50 per month. 


SEPTEMBER 1960 


HELD: (1) The wife may recover her 
community interest, namely, $10,000, in 
the policy. 

(2) The wife must elect between her 
community interest and the rights given 
her under the policy. 


(3) The wife is entitled to recover 
$10,000, and the remaining $10,000 will 
be paid in installments to the daughters 
for Rebecca’s life with ten years’ pay- 
ments certain. 


DISTRIBUTION — Remainder Interest 
of Trust Held to Have Vested at 
Death of Testator — Should be Di- 
vided Among Those Living at 
Termination of Trust and Estates 
of Predecessors 


Massachusetts—Supreme Judicial Court 


Old Colony Trust Company v. Tufts, 1960 A.S. 
991, 6/30/60. 


Petition by a Trustee for instructions. 
Testator divided residue of his estate in 
varying shares to ten different persons 
outright, with two other shares in trust. 
As to nine of the outright gifts he added 
in substance “and in case that he shall 
predecease me, his share to his issue.” 
One of the outright legacies, to one 
Alice, had the provision that if she pre- 
deceased him her legacy should lapse. 
The two trusts, one for Mr. and Mrs. T 
and the other for Mr. and Mrs. Rock- 
well (the one at issue in this case) each 
provided that on death of the survivor 
of husband or wife, principal be paid 
“to those then entitled to receive the 
other shares ... under the terms of 
this will, paying to each a share pro- 
portionate to the share he or she is en- 
titled to of said residue.” 


All residuary legatees except Mrs. T 
survived. Mr. T died shortly after, while 


the others were still living, so distribu- 
tion created no problem. The trouble 
came with the Rockwell trust. The sur- 
vivor of the Rockwells died in 1958, 
when three residuary legatees were liv- 
ing, the other seven had died, all but 
one leaving issue. The probate court 
decreed that the trust assets should be 
proportionately divided among the three 
living legatees and issue of the deceased 
legatees, the latter taking by right of 
representation. The three living children 
appealed, claiming that the only per- 
sons entitled were those living when the 
Rockwell trust terminated. 

HELD: (marjority decision) Both 
sides were wrong. The fund should be 
proportionately divided among the three 
living legatees and the estates of those 
who had died, including Alice. The court 
went on the principle that the gift was 
not contingent on being alive when the 
Rockwell trust ended, but that remainder 
interests, in absence of a clear contrary 
intention, are to be treated as vesting 
at death of the testator. There was noth- 
ing in this will to require a contrary 
construction. The provision for issue 
of a deceased legatee taking its parent’s 
share applied only to those who prede- 
ceased the testator, not those who died 
after and before the trust terminated. 

The court added the following: “Our 
conclusion is more favorable than the 
final decree to at least one party who 
has not appealed, the executor of Mary 
Alice Tufts. That this appellee may re- 
ceive more than under the final decree 
is unimportant where, on a petition for 
instructions, we have before us every- 
thing which was before the probate 
judge and must enter the proper decree 
required by the record even if this in- 
volves dealing with the interests of per- 
sons not appellants.” 
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EXPENSES — Attorneys Fees on Trus- 
tees’ Petition for Instructions 
Chargeable to Estate 


M:chigan—Supreme Court 
Detroit Trust Co. v. Blakely, 359 Mich. 621. 


Detroit Trust Company and attorney, 
Donald W. Grant, acted as trustees un- 
der an inter vivos trust agreement. The 
individual trustee proposed an invest- 
ment for the trust estate with which the 
Trust Company did not agree, and the 
probate court, acting pursuant to a peti- 
tion for instructions brought by the 
Trust Company, directed the trustees not 
to make the investment. 

The Trust Company paid from the 
trust fund the attorneys that prepared 
and presented the petition for instruc- 
tions. The individual trustee and the 
beneficiary of the trust estate objected 
and petitioned the Court that the Trust 
Company from its own funds should re- 
imburse the trust for the fees paid to 
the attorneys. The trial court denied the 
petition. 

HELD: Affirmed. The expense for 
the legal services rendered to the Trust 
Company, as co-trustee, in its contro- 
versy with the other trustee was prop- 
erly chargeable to the trust fund. Such 
services were rendered for the benefit 
of the trust and for its protection. When 
a co-trustee is in reasonable doubt as 
to the duties and powers of the trustees, 
such trustee is entitled to the instruc- 
tions of the Court in such matters, and 
costs and reasonable legal fees paid to 
counsel in such regard are properly 
chargeable against the trust estate. 


FIDUCIARIES — Administrator Person- 
ally Liable for Tax 


Colorado—Supreme Court 
Steinbaugh et al. v. Barday, May 16, 1960. 


J. J. Steinbaugh died December 1950, 
leaving a will in which he designated his 
son Herman as sole beneficiary. Herman 
was appointed special administrator and 
later executor of the estate. The will was 
admitted to probate; whereupon, a sister 
Amelia Barday filed a caveat based 
primarily upon an allegation that her 
father had promised to provide for her 
as repayment for work she had done for 
him over a period of many years in his 
business. In June 1951 Herman settled 
Amelia’s caveat by agreeing to pay to 
her $5,000 from the estate and joined in 
the execution of a promissory note for 
$18,000 to be paid out of the income of 
decedent’s former business in monthly 
instalments of $150 each. By virtue of an 
investigation by the Bureau of Internal 
Revenue which was commenced prior to 
the making of the settlement, Herman 
made a tax settlement of $22,498.11 in 
1956. However, in 1953 he had closed 
the estate and distributed all the assets 
totaling approximately $28,800 to him- 
self as sole beneficiary. He paid the 
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$22,498.11 and then demanded that 
Amelia reimburse him for one-half of the 
sum which was paid, and ceased making 
payments on the $18,000 note. Amelia re- 
fused to contribute any portion of the 
taxes paid by Herman and filed suit for 
the $9,000 balance then due and owing 
upon the note. The trial court found the 
issues in favor of Amelia and Herman 
appealed. 

HELD: Amelia’s claim is sustained. 
There were ample funds in the estate to 
pay the tax debt. Herman was not en- 
titled to participate in the distribution 
of the estate until he had discharged the 
tax indebtedness. Having wrongly dis- 
tributed the assets to himself before the 
indebtedness was in fact discharged, 
which assets were sufficient to pay the 
obligation in question, he must be held 
to be personally liable to pay it out of 
the funds so distributed to himself. 
Amelia was entitled to keep the $5,000 
which had been paid out of the estate 
and the $18,000 note given by Herman 
being a personal obligation was an in- 
debtedness from Herman to Amelia. 


FIDUCIARIES — Petition by Bank to 
be Appointed Successor — Court 
Cannot Appoint Individual as Co- 
Trustee on Ground that Bank, 
While Suitable, is Not Suitable to 
Act Alone 


Massachusetts—Supreme Judicial Court 

Home National Bank of Brockton, Petitioner, 

1960 A.S. 997, 6/30/60. 

Emma Thompson died in 1937. Her 
will gave the residue to her brother, 
Arthur Standish, in trust to pay income 
to her grandson, William, with power 
in trustee to use principal if he deemed 
it necessary. When William, born in 
1920, reached age of fifty, any balance 
should be paid to him, discharged of 
all trust. If William died before reach- 
ing fifty, to go as he might appoint by 
his will; if intestate, to his surviving 
issue; if no issue, to Emma’s heirs at 
law. 

Standish resigned in 1957 and the 
Bank filed a petition, assented to by 
William as the only party interested, 
asking that it or some suitable person 


be appointed trustee to fill the vacancy. 
The probate court appointed the Bank 
and Thomas H. Buckley as trustees. The 
Bank and William appealed. There had 
been no hearing, but when the Bank 
requested a report of facts, the judge 
held a hearing. There was no evidence, 
only statements by counsel for the ap- 
pellants, the register of probate, and 
the judge. 

The judge made the following findings 
and rulings. The first and final account 
of Standish as executor was assented 
to by him as trustee, William being then 
a minor. The first account of Standish 
as trustee, and the only one filed by him 
until after his resignation, was filed in 
1941. No citation was issued (until 
1958) and no notice was given to Wil- 
liam’s three minor children. The life 
beneficiary, William, on whose asset the 
Bank was petitioning, had done nothing 
to compel further accounting. Also the 
life tenant, the Bank, and the former 
trustee were all represented by the same 
counsel. While the court could not find 
the Bank unsuitable, it did find the Bank 
unsuitable to act alone, and hence ap- 
pointed a co-trustee, who was suitable. 

HELD: On the form of the petition, 
which is approved by the Supreme Judi- 
cial Court, the court could not appoint a 
co-trustee to serve with the petitioner. 

Secondly, on the facts found by the 
judge there was no basis for finding 
that the Bank was unsuitable to act 
alone or that it could not deal fairly with 
all the beneficiaries. The fact that peti- 
tion was filed with assent of the life 
beneficiary did not render the Bank un- 
suitable. 


FIDUCIARIES—Pretermitted Heir En- 
titled to Appointment as Adminis 
trator 


California—Supreme Court 

Estate of Stickelbaut, 54 A.C. 405; s.c. in 

D.C.A., abstracted 99 TRUSTS AND ESTATES 

294, March 1960. 

HELD: Arriving at same result as 
District Court of Appeal, testatrix’ son 
not mentioned in will and held preter- 
mitted was held entitled to letters of ad- 
ministration in preference to grand- 
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jaughter, to whom entire estate was be- 
queathed. The Supreme Court seemingly 
regards the case as one of pretermis- 
sion, ignoring fact that son came within 
a class mentioned in the will of “other 
legal claimants,” who were given one 
dollar each. The Supreme Court further 
held that the granddaughter, having 
stipulated in trial court that son was a 
pretermitted heir, was bound by that 
concession since it related to a question 
not of law but of ultimate fact. 


FIDUCIARIES — Successor Trustees 
Not Individually Liable for Prede- 
cessors’ Conduct 


Massachusetts—Supreme Judicial Court 
Swenson v. Horgan, 1960 A.S. 857, 6/7/60. 


Plaintiff, employed to work on build- 
ings owned by several inter vivos trusts, 
was injured while doing interior paint- 
ing. He brought a tort action against 
the trustees individually to recover dam- 
ages, reciting them as successor trustees. 
They did not hire him and were not 
trustees when he was injured. He had 
been hired by a prior trustee. None of 
the trusts was registered with the In- 
dustrial Accident Board. 

HELD: The plaintiff could not re- 
cover.. As successor trustees they could 
not be held liable for the tortious con- 
duct of their predecessors in the trust. 


JoINT TENANCY — Wife Cannot Com- 
pel the Administrator of Husband’s 
Estate to Exonerate Her by Paying 
Off Mortgage on Property Owned 
by Entirety 


Massachusetts—Supreme Judicial Court 
Florio v. Greenspan, 1960 A.S. 517. 


Stephen, about to marry Eleanor, ar- 
ranged to buy a house for their future 
home. They were married shortly after- 
ward, and the property was conveyed 
to them as tenants by the entirety. He 
contributed $12,000 of the purchase price 
and she $8,000. A bank mortgage for 
$20,000 took care of the balance of the 
purchase price. The application for the 
mortgage and the mortgage note and 
mortgage were signed by both of them. 

Some three months later Stephen died 
intestate. This suit was a bill in equity 
by Eleanor against Stephen’s estate for 
an adjudication that the balance due on 
the note was an obligation of the estate 
Which his administrator must discharge. 
The trial judge ruled that Eleanor was 
not entitled to exoneration or contribu- 
tion. 

HELD: Affirmed. While both parties 
were equally liable on the mortgage note, 
on the death of Stephen the property be- 
tame the sole property of Eleanor. Ac- 
cordingly, it would be inequitable to 
compel the estate of the deceased spouse 
to contribute to the discharge of an en- 
cumbrance on property the entire owner- 
ship of which is in the surviving spouse. 
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The case of Ratte v. Ratte, 260 Mass. 
165, is controlling although there the 
parties were joint tenants rather tenants 
by the entirety. 


LIFE TENANT & REMAINDERMAN — 
Who Entitled to Crops Growing at 
Time of Death? 


Colorado—Supreme Court 
Williams et al v. Standers et al, July 25, 1960. 


On March 19, 1953 decedent conveyed 
property to Standers and on the same 
date decedent and Standers executed an 
agreement that decedent would have dur- 
ing her natural life all of the income 
from said property and that she would 
pay all taxes and expenses against said 
property. On March 18, 1953, the day 
before decedent executed said deed, she 
executed a last will and testament, di- 
recting that all legacy, succession, in- 
heritance and estate taxes, payable in 
respect to her estate, or to any devise, 
legacy or distribution under the will or 
otherwise by reason of any law or laws 
now or hereafter in force be paid by the 
executors out of the estate as an ad- 
ministrative expense. Two questions were 
presented. Who was liable for the pay- 
ment of federal estate tax and inher- 
itance taxes on the real property? Who 
was entitled to crops grown under certain 
leases executed by the decedent which 
had been planted before decedent’s death 
and were growing at the time of her 
death? 


HELD: The federal estate tax and the 
state inheritance taxes on the property 
must be paid by the executor as an 
expense of administration and grantees 
are not required to reimburse the estate 
for these taxes. This was the clear intent 
of the testatrix. 


The grantees were entitled to the 
crop rent from the crops which were 
planted at the time of the decedent’s 
death and which did not ripen until after 
her death. 


PERPETUITIES — Income Interests 
Sustained Construction Suit 
Does Not Invoke Forfeiture Clause 


Colorado—Supreme Court 

Colorado National Bank, etc. v. McCabe et al., 

May 9, 1960. 

Zimmerman died leaving a will which 
created a testamentary trust, providing 
that the income should be paid in equal 
portions to her two heirs, Petronella 
Golden and Mary McCabe, and to the two 
children of Mary McCabe, Philip and 
Margaret. In the event of the death of 
one income beneficiary, the income was 
to be redivided among the others. 25 
years after death the principal was to 
be divided among the beneficiaries then 
receiving income. If none was_ then 
alive, the principal was to be divided 
among certain designated charities. A 
further provision of the will was that 
should any beneficiary object to the pro- 
bate or otherwise directly or indirectly 
contest or aid in contesting the same, any 
distribution to him or her would be can- 
celled, and he or she would be barred 
and cut off from any share of the estate. 

Petronella predeceased the testatrix, 
leaving Mary, Philip and Margaret en- 
titled to income. Philip filed a petition 
requesting distribution of % of the es- 
tate to each of the three designated per- 
sons on the grounds that the will violated 
the rule against perpetuities, because the 
remainders did not necessarily vest dur- 
ing the lives of persons in being or 
within 21 years thereafter. The court 
sustained the petition. 
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HELD: Reversed. Mary being the sole 
surviving heir of decedent was entitled 
to any part of the estate not properly 
distributed by will. There is no violation 
of the rule against perpetuities as re- 
gards income, because all of this vests 
within lives in being. The interests of 
the issue of Mary, Philip and Margaret 
and the interests of the charities violate 
the rule aganist perpetuities, because it 
is not certain that they will vest within 
21 years after the death of persons in 
being. The income gifts to Mary, Philip 
and Margaret are valid. If Mary, Philip 
and Margaret all die before termination 
of the trust, the interests undisposed of 
by will will go to heirs or next of kin 
of the testatrix. 

In view of the fact that this is a peti- 
tion for construction of a will rather 
than a contest, the clause purporting to 
bar Philip in the event of a contest does 
not apply to him, and he is entitled to 
take his interest. 


PERPETUITIES — Remainder to In- 


come Beneficiary Does Not Violate 
Rule 


Pennsylvania—Supreme Court 
Mikaloff Estate, 400 Pa. 140. 


Testator’s will provided that the resi- 
due should be held in trust for 30 years 
during which time the income was to be 
paid to his five children; in event of the 
death of a child, that child’s children 
were to take the parent’s share, and if 
no children survived then to the testa- 
tor’s surviving children, At the end of 
30 years, the principal was to be dis- 
tributed to the five children, or to the 
children of any child then dead. If no 
children survived of any deceased child, 
then distribution was to be made to the 
testator’s surviving children. 


The lower Court awarded the principal 
to the one child of testator who survived 
the 30 year period and to the children 
of three who died within the period. The 
executrix of a child who died within the 
period without leaving children and the 
widow’s executrix claimed a share under 
the intestate laws on the ground that 
the limitation of principal violated the 
rule against perpetuities. The lower 
Court did not pass on this contention, 
and the two claimants appealed. 


HELD: Affirmed. The rule is that a 
present gift of income with principal 
given at a future time to the same 
taker constitutes an immediate vested 
interest in the principal in the first taker, 
even though there is a possibility of di- 
vestment of either the income or the 
principal prior to the time principal is 
to be distributed. Moreover, the divest- 
ing in this case had to take place at 
the death of a life in being, at which 
time the grandchildren who were to take 
the children’s share would then be de- 
termined. 
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The Bettman Archive 


John Harvard bequeathing his property to the College. 





REAL PROPERTY — Contract to De- 
vise Upheld 


Pennsylvania—Supreme Court 
Herr Estate, 400 Pa. 90. 


In 1942 husband and his wife being 
owners as tenants by entireties of real 
estate executed and acknowledged a 
written document which recited their 
ownership of the property and in which 
they agreed that upon the decease of 
the survivor the property should become 
the property of the husband’s nephew. 
Also in the document was the statement 
that they thereby devised and bequeathed 
the property to the nephew, said devise 
to become operative on the death of the 
survivor. The husband died in 1946. The 
nephew had been in the employ of the 
husband since 1925. His will dated in 
1944 gave his estate to his wife for life 
with the remainder to nephews and 
nieces. The wife’s will gave her estate 
to nephews and nieces, devised a specific 
piece of real estate to an individual and 
directed the sale of any remaining real 
estate. 

She died in 1958. After her death, the 
nephew recorded the document in The 
Recorder of Deeds’ office. A petition for 
a declaratory judgment was then filed 
to determine the validity of the docu- 
ment. The lower Court held the document 
was a contract to give the property to 
the nephew at the death of the survivor. 
One of the nieces appealed. 


HELD: Affirmed. There are more fea- 
tures to the document to make it an ir- 
revocable contract which by its terms 
gave the property to the nephew on the 
death of the survivor, than to make it a 
will. A written agreement to leave real 
property by will complies with the 
Statute of Frauds. 


Note: The dissenting opinion takes the 
view that the document is both contract 
and a will and points out that con- 
venience of establishing mutuality is 
greatly enhanced if the will and the 
agreement both appear in the same 
instrument. 


REVOCATION — Validity of Will in 
Terms Revoked by Later Will 
When Later Will Is Itself Revoked 
by Destruction 


Virginia—Supreme Court of Appeals 
Timberlake vy. State-Planters Bank, 201 Va. 950. 


Testator executed a will in 1954. In 
1955 she executed another will which in 
terms revoked all earlier wills. Both 
wills she deposited with the executor 
bank for safekeeping. Later she with- 
drew the 1955 will stated she desired to 
make a new will. Upon her death, the 
1955 will could not be found and was pre- 
sumed destroyed by her. When the 1954 
will was offered for probate, her heirs 
contended it had been revoked by the 
1955 will and she accordingly died in- 
testate. 

HELD: The earlier will was not re 
voked and was subject to probate. The 
court was of opinion that, when a will 
contains a clause revoking earlier wills, 
the revoking clause as well as the rest 
of the will speaks as of the date of the 
testator’s death and that, if the testator 
destroys or cancels such will with intent 
to revoke it, the revoking clause therein 
never becomes effective and hence does 
not revoke an earlier will. This case 
should be considered along with Poit- 
dexter v. Jones, 200 Va. 372, 106 S.E. 
2d 144, holding likewise when the second 
will though containing no _ revocatory 
provision was entirely inconsistent with 
the earlier will and the second will was 
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revoked by the testator’s tearing off her 
signature with intent to revoke the 
same. 


TAXATION — Estate & Inheritance — 
Ante-Mortem Agreement — Tax 
Computed on Value to Legatee, 
Not Value to Estate 


Washington—Supreme Court 
In re Birkeland’s Estate, 156 Wash. Dec. 455. 


A partnership agreement provided that 
the widow of a deceased partner should 
have the right to retain her community 
interest in the partnership, and to ac- 
quire her deceased husband’s interest by 
purchase at book value. Paul Birkeland 
died in 1957, survived by his two part- 
ners and his wife. The widow exercised 
her right to purchase her husband’s part- 
nership share. The book value of the 
partnership interest plus one third of 
the cash on hand totalled $19.532.10, 
which the widow paid to the estate. The 
interest purchased was worth upwards 
of $65,000. The Trial Court fixed the 
value of the partnership interest for 
inheritance tax purposes at $19.532.10, 
as fixed bv the ante-mortem asreement. 
The Tax Commissions appealed. 

HELD: Reversed and remanded. The 
Washington inheritance tax is an excise 
tax unon the privilege of receiving prov- 
erty by inheritance. The tax is borne by 
the successor. It is not an estate tax. 
The tax is upon the privilege of succes- 
sion. the tax is upon the legatee, and it 
is the value of the property to the le«a- 
tee that is the basis for valuation. The 
ante-mortem partnership agreement fixed 
the valve of decedent’s partnership in- 
terest to his estate, but it did not pur- 
port to affect the value to any recipient 
thereof. Only such matters as affect the 
value of property to the recipient are 
relevant to the inheritance tax ap- 
praisal. The option given to the widow 
was effective at death. Whatever the one- 
third interest was worth above the book 
value passed as a gift to her under the 
partnership agreement. The inheritance 
tax is on the privilege of receiving a 
transfer in the nature of a gift effectu- 
ated by another’s death. 

The disposition by will of the partner- 
ship interest, or the proceeds of sale 
thereof, is subject to the inheritance 
tax, and the person receiving the pro- 
ceeds is to be taxed on the value re- 
ceived ($19,532.10). 


TAXATION — Estate & Inheritance — 


Manner of Computing Allocable 
Burden 


Colorado—Supreme Court 
Ramsey et al v. Nordloh et al, August 2, 1960. 


Decedent’s will provided for a number 
of $8,000 bequests. It further provided, 
‘I direct that each legatee or devisee 
shall pay the inheritance, estate of suc- 
cession taxes on his or her inheritance 
under this will, or if paid by my estate 
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that the amount thereof be deducted 
from such a legacy or devise.” The 
County (probate) Court corrected the 
word “of” to read “or” and held that 
none of the monetary legatees was liable 
for any federal estate taxes on his or 
her legacy. The executor appealed to the 
District Court which upheld the County 
Court. 

HELD: District Court reversed. With- 
out a direction by the testatrix, the 
federal estate tax would be borne by the 
residuary estate. However, the will of the 
testatrix properly interpreted charged 
each legacy with its proportionate share 
of the federal estate tax. Contrary to 
the contention of the legatees that the 
tax on each $8,000 legacy should be com- 
puted at the base of the tax table, the 
executor’s method of computing the es- 
tate tax on each legacy was correct, 
that is to say, each legatee bears that 
porportionate share of the federal estate 
tax that his legacy bears to the gross 
estate. 


TAXATION — Estate & Inheritance — 
Overcoming Statutory Requirement 
of Apportionment 


Nebraska—Supreme Court 
In re Barrett’s Estate, 100 N.W. 2d 526. 


Will provided for monthly payments to 
two beneficiaries, to commence at testa- 
trix’ death; and also gave a life estate 
to one with a provision that remainder- 
man pay taxes on the land and keep 
buildings in repair. 

HELD: Statute requiring apportion- 
ment of estate taxes gives way to in- 
tention of testatrix. A few simple words 
may suffice to indicate intent and effec- 
tuate such purpose. A provision in a 
will to pay bequests immediately mani- 


fests intention that the same shall be 
paid free of estate taxes. 


TAXATION — Estate & Inheritance 
— Wife’s Interest in Community 
Property Insurance Taxable at Her 
Death 


California—District Court of Appeals 
Estate of Mendenhall, 182 A.C.A. 524. 


Ernest Mendenhall carried insurance 
on his life, the premium being paid from 
community funds. The beneficiary was 
Ernest’s estate. On his wife’s death the 
question arose as to whether her com- 
munity interest in the policies was sub- 
ject to inheritance tax, her estate having 
been devised by will to her husband for 
life with remainder over to others. 

HELD: Reversing the lower court, 
that the wife’s one-half interest in the 
insurance policies is subject to inheri- 
tance tax. 

Among the cases cited are Estate of 
Leuthold, 52 Wn. 2d 299, 324 P. 2d 
1103; United States v. Stewart, 270 F. 
2d 894 (C.A. 9 1959), and Thompson v. 
Calvert, 301 S.W. 2d 496 (Texas). 


WILLs — Construction — Property 
Passed by Intestacy in Absence of 
Residuary Clause 


Texas—Court of Civil Appeals 
Fain v. Fain, 335 S.W. 2d 663. 


In Paragraph II of his will, testator 
devised his property to named persons 
“if I predecease my ... wife.” In Para- 
graph III, he devised his property to 
other named persons “if my wife shall 
predecease me.” Paragraph II contained 
no residuary clause, and Paragraph III 
contained a residuary clause. Testator 
predeceased his wife. In a suit to con- 
strue the will, the district court held 
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that nothing passed to the beneficiaries 
named in the residuary clause of Para- 
graph III. 

HELD: Affirmed. Although there is a 
strong presumption that a testator does 
not intend to die intestate as to any part 
of his property, such presumption must 
yield to the plain language of the will. 
The property undisposed of under Para- 
graph II passed by intestacy to the 
testator’s sole heir, his wife. 


WILLS — Probate — Disallowance 
of Will Because of Undue Influ- 
ence Sustained 


Massachusetts—Supreme Judicial Court 
Popko v. Janik, 1960 A.S. 923, 6/23/60. 


Will contest on the ground of undue 
influence. S died March 1, 1957; the 
will was executed Dec. 8, 1956. The will 
gave a thousand dollar U. S. bond each 
to one Janik, a relative of his deceased 
wife, and one Cioch, a nephew of the 
deceased wife. They were the contest- 
ants. Residue of estate was given to 
a Mrs. A. An earlier will executed in 
March 1956 gave money in the bank 
to relatives in Poland, some bonds to 
Cioch and Mrs. A, and the residue, in- 
cluding his real estate, to Janik. In 
June, having doubts whether or not the 
relatives in Poland were living, he ex- 
ecuted a second will, leaving them out, 
increasing the bequest to Mrs. A and 
leaving bequests to Cioch and Janik as 
in the previous will. 

The relations between the decedent 
an Janik were particularly close. Left 
parentless at 13, Janik had gone to live 
with S and remained with him until 
his marriage. There was a relationship 
of love and affection between them such 
as might exist between a parent and 
foster son. 

Mrs. A was a woman with two daugh- 
ters and not living with her husband. 
Later, in 1956, she divorced him. From 
1952, when they first met, she served 
intermittently as housekeeper for S, 
staying a day or two at a time, and 
being paid for her services at least 
until April 1956. In February 1956 S 
went to the hospital with lung cancer. 
Mrs. A visited him nearly every day. 
When he was discharged a month or 
so later, she took him to her home and 
kept him there until April. S’s physical 
condition became rapidly worse. From 
November until his death he was prac- 
tically bedridden and Mrs. A became 
housekeeper and nurse. He told Janik 
shortly before he deid that he was afraid 
of her, and also that Janik would re- 
ceive the real estate at S’s death. Mrs. 
A was a woman of strong will, and as 
S grew weaker her dominance became 
more pronounced. 

The probate judge found that begin- 
ning in the spring of 1956 she embarked 
on a scheme to get as much of S’s prop- 
erty as she could, and entered a decree 
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disallowing the will for undue influence. 
She appealed. 
HELD. Decree affirmed. Considering 


all the findings of fact by the judge who 
saw and heard the witnesses it could 
not be said that he was wrong. 
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The responsibilities of success—the demands of 
friendship—obligations to the community —the 
needs of a family for companionship and gui- 
dance...all of these, and more, combine to put 
unremitting pressure on most people who have 
funds to invest. 

It is not surprising, therefore, that so many 
security owners see room for improvement in 
their investment programs...without having 
time and energy to do much about it. 

For these people, an Investment Manage- 
ment account with the Trust Company should 
be profitable, both in dollars and in peace 
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He’s a dual personality and proud of it! 


In the privacy of his own office, the Connecticut General 
man is a perceptive, facts-and-figures man usually work- 
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But when he comes to you his research is done, and you 
see only his administrative side: The CG man with his 
briefcase crammed with pertinent facts about your 
client and his future. The report the CG man brings 
you shows the hours of shirt-sleeved work that went 
into its preparation. All of your client’s assets are ana- 
lyzed; his ambitions studied. Is each asset pulling its 
weight to bring him to where he wants to go in life? If 
not, the CG man suggests changes for your review... 
and backs them up with research. Insurance? Only if 


he honestly believes it necessary, will he recommend it. 


The CG man does the fact-digging. Result: The ground- 
work is done for you. You’re able more quickly to give 
your client the maximum benefit of your counsel. 


Behind the CG man’s thoroughness lies an honest de- 
sire to be of help. Often, from the first meeting grows 


a rewarding relationship with you that lasts a long, 
long time. 


Connecticut General Life Insurance Company, Hartford. 


Life ... Accident ... Health... Group Insurance... 
Pension Plans. 


@E== CONNECTICUT GENERAL 








Me fe 





